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SUMMARY 

This  report  is  designed  to  help  farmers'  cooperatives  giving  considera- 
tion to  the  adoption  of  some  form  of  employee  incentive  payment  plan. 
Associations  now  employing  payment  plans  of  this  type  may  also  find  the 
publication  of  interest.  A  survey  of  the  literature  available  on  incen- 
tive payment  plans  of  businesses  other  than  cooperatives  shows  that  these 
plans  are  being  adapted  more  and  more  to  fit  specific  types  of  employees, 
business  enterprises,  and  objectives.  Thus  a  distinct  classification  of 
plans    in   use   today   would  be   difficult    to   make. 

Whatever  form  an  incentive  payment  plan  takes,  whether  a  bonus,  a 
commission,  or  a  specified  percentage  of  savings  or  net  margin,  in  its 
final  analysis  it  is  some  method  of  sharing  of  net  margins.  Pension  and 
retirement  plans,  and  the  numerous  employee  fringe  benefits  might  also 
be    classified    as   incentives. 

A  number  of  years  ago,  a  substantial  number  of  companies  tried  incentive 
payment  plans  of  one  kind  or  another  and  later  abandoned  them.  However, 
in  the  last  few  years  the  rate  of  discontinuance  has  decreased  steadily, 
while  the  number  of  plans  adopted  has  continued  to  increase.  At  the 
end  of  July  1954  over  25,000  pension,  profit  sharing  and  stock  bonus 
plans  had  been  approved  by  the  Internal  Revenue  Service  for  favorable 
tax    treatment. 

Many  companies  have  adopted  incentive  systems  consisting  of  multiple 
plans.  In  many  companies  several  plans  cover  each  individual  employee. 
In  other  companies  separate  plans  have  been  devised  for  the  various 
groups   of   employees. 

Incentive  plans  providing  for  deferred  payment  have  become  very  popular 
since  World  War  II.  Several  recent  surveys  indicate  that  plans  of  this 
type  are  more  prevalent  today  than  current  distribution  plans.  Companies 
are  also  showing  considerable  interest  in  compensation  plans  with  both  a 
cash   and   deferred   feature. 

Some  of  the  more  popular  incentive  payment  plans  one  might  expect  to 
find  in  a  farmers*  cooperative  as  well  as  in  businesses  other  than 
cooperatives   are: 

1.  Cash  bonus   -   An   irregular   payment   not   determined   in   advance, 
such    as   Christmas    or   year-end  bonuses. 

2.  Periodic   cash  payments   -   A  bonus   distributed  on  a  periodic  basis 
according   to   a  predetermined   formula. 

3.  Wage  dividend    -   Employee   bonus   determined  by   the   rate   at   which 
patronage   refunds    are   distributed   to  patrons. 

4.  Commissions    -   Payments    to    individual    employees   based   on   per- 
centage  of   sales   or    on  units   of   output. 
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5.  Pension  plan  -  Retirement  annuities  provided  by  the  association, 
with   or    without    employee   contributions. 

6.  Trust  plan  -  A  percentage  of  the  association's  net  margin  or 
savings  accumulated  in  a  trust  fund  for  the  benefit  of  employees, 
with   or    without    employee    contributions. 

7.  Employee  benefits  -  Benefits  provided  such  as  group  life 
insurance,  disability  benefits,  accident  benefits,  and  sickness 
benefits. 

Any  financial  incentive  system  works  better  if  it  is  combined  with 
adequate  rates  of  regular  pay,  a  good  membership  relations  program,  and 
stimulating  nonfinancial  incentives.  Some  of  the  nonfinancial  incentives 
considered  by  companies  using  them,  to  be  most  effective  in  building 
improved  employee  morale  are:  Good  supervisors;  organization  charts, 
individual  job  descriptions,  and  annual  performance  ratings;  periodic 
staff  meetings  and  conferences;  employee  suggestion  systems;  and  employee 
committees,  or  employee  representation  on  management  and  production 
committees.  These  companies  also  consider  the  following  additional 
nonfinancial  Incentives  effective:  employee  social  and  recreational 
activities;  house  organs,  or  similar  methods  of  keeping  employees 
Informed;  comfortable  and  pleasant  working  conditions;  and  recognition 
of   each  employee    as   an   individual. 

Favorable  results  reported  by  companies  with  effective  employee  incen- 
tive payment  plans  have  no  doubt  helped  promote  the  current  widespread 
use  of  these  plans.  Companies  enthusiastically  report  that  production 
costs  are  down  while  production  per  employee  is  up  significantly. 
Income  per   employee   is   also   increased. 

They  report  employees  take  an  added  interest  in  their  work  and  the 
company,  and  show  better  workmanship  and  pride  of  workmanship.  Labor- 
management  relationships  noticeably  improved,  with  labor  turnover  sharply 
reduced,  strikes  completely  eliminated  or  greatly  reduced,  and  better 
employee  morale  generally.  The  Increased  efficiency  of  higher-caliber 
employees,  attracted  to  the  company  by  the  incentive  system,  accounts 
for  an  overall  reduction  in  total  manpower.  Those  employees  who  remain 
with  the   company  have    the   advantage   of  greater   economic   security. 

Even  the  strongest  advocates  of  incentive  compensation  plans  admit  that 
no  one  plan  is  a  panacea  for  all  companies.  But  there  are  certain 
basic  requirements  many  believe  essential  to  any  successful  Incentive 
payment  system.  First  of  all,  management  must  sincerely  believe  in 
incentive  compensation  and  be  willing  to  work  at  making  it  successful. 
Incentive  payments  will  not  make  up  for  poor  management,  or  for  limping 
labor-management  relations.  Where  these  problems  exist,  they  should  be 
corrected  before  an  incentive  system  is  put  Into  operation.  In  addition, 
an  incentive  payment  plan  should  not  be  used  as  a  prop  for  supporting  an 
inadequate  level   of  basic  pay. 
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A  plan  should  be  acceptable  to  management,  union,  and- employees .  It 
should  be  tailor  made  to  fit  the  particular  company,  industry,  and 
location.,  It  must  be  economically  sound,  flexible  enough  to  meet 
changing  business  and  economic  conditions,  and  simple  enough  so  that 
employees  can  understand  it.  The  individual  bonus  payments  must  be 
substantial  enough  to  produce  incentive,  and  should  be  calculated  and 
distributed  to  employees  according  to  merit  or  accomplishment,  with  as 
little   lag   and  holdover    as  possible. 

While  many  companies  report  their  employee  incentive  compensation  plans 
have  produced  good  results,  others  report  undesirable  pitfalls  or 
objections.  Many  of  the  objections  offered,  however,  can  be  traced  to 
mishandled  plans,  rather  than  pitfalls  which  could  not  be  avoided.  The 
major    objections   given   are: 

1.  Employees   find    it    difficult    to   understand   the   plans. 

2.  Individual   payments    are    not    adequate    enough   to   produce    incen- 
tive . 

3.  The  plans    drive    employees    to    work  beyond    the   point    considered 
healthy   and  normal. 

4.  Employees    become    speed    conscious    and    as    a    result    pay    less 
attention    to    quality. 

5.  Incentive  plans    are   costly   to   set   up    and  maintain. 

6.  Competition  between    individuals    or    groups    to    earn    extra  bonus 
may  be   harmful    to   the   business   as    a  whole. 
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Opinions  on  incentive  payment  plans  for  employees,  their  value,  method 
of  making  payment,  and  form  the  incentive  payment  should  take  if  made, 
are  literally  a  dime  a  dozen.  The  successful  use  of  incentive  plans 
during  recent  years  by  an  increasing  number  of  companies  has  poured 
fresh  oil  on  the  continuing  debate  as  to  whether  such  plans  are  really 
worth  the  expense  and  trouble  involved  in  installing  and  administering 
them.  Opinions  are  ordinarily  strong.  Those  taking  up  the  argument  are 
usually  100  percent  behind  the  principle  of  incentive  payments  or  just 
as    strongly   opposed. 

Cooperatives  in  increasing  numbers  are  finding  it  necessary  to  think  in 
terms  of  some  form  of  employee  incentive  payment  plans  because  of  the 
definite  trend  in  this  direction.  Before  reaching  a  decision  any 
organization  exploring  the  field  will  do  well  to  look  beyond  the  payment 
of  simple  bonuses  to  other  forms  of  incentive  plans  including  the  direct 
sharing  of  savings  either  through  the  establishment  of  a  trust  fund 
payable  at  retirement  or  the  adoption  of  a  retirement  plan,  the  cost  of 
which  maybe  borne  by  both   the   employee    and  the    association. 

In  order  to  develop  more  definite  suggestions  and  recommendations  for 
cooperatives  interested  in  incentive  plans,  the  Farmer  Cooperative 
Service  has  underway  a  study  of  various  forms  of  incentive  plans  currently 
in  use  by  cooperatives.  It  is  expected  that  the  results  of  this  study 
will  be  available  for  distribution  to  interested  persons  within  the  next 
year. 

In  connection  with  this  project  the  author  has  made  a  comprehensive 
review  of  existing  literature  on  the  use  of  incentive  payment  plans  in 
various  kinds  of  businesses  outside  the  cooperative  field.  This  review 
covered  most  of  the  types  of  plans  in  use  today.  An  effort  has  been 
made  to  determine  factors  which  have  contributed  to  success  and  failure 
of  the  plans.  Information  covers  such  points  as  methods,  results, 
attitudes,  special  requirements,  conditions  to  success,  and  pitfalls.  A 
brief  summary  of  this  information  is  presented  here  to  help  farmers' 
cooperatives  who  may  be  considering  the  adoption  of  some  form  of  employee 
incentive  payment   plan. 

This  review  covers  information  concerned  mostly  with  compensation  plans 
in  either  manufacturing  or  processing  industries.  However,  many  farmers' 
marketing  and  purchasing  cooperatives  are  also  engaged  in  such  functions. 
Those  associations  interested  in  establishing  an  employee  incentive 
payment  plan,    will  be    concerned   with   the    same  general   basic  problems.      A 


majority  of  the  employees,  other  than  management,  covered  by  the  incen- 
tive plans  reviewed  for  this  summary  report  were  factory  workers. 

While  salesmen  make  up  a  substantial  percentage  of  employees  working  for 
farmers'  cooperatives,  the  information  presented  here  is  not  directly 
concerned  with  compensation  plans  of  salesmen  who  are  paid  primarily  on 
a  commission  or  commission  plus  salary  basis.  A  commission  is  definitely 
a  direct  form  of  incentive  compensation,  yet,  it  is  only  indirectly 
related  to  the  profits  or  savings  of  the  business  organization.  Gen- 
erally, commissions  paid  to  salesmen  are  not  over  and  above  acceptable 
and  adequate  rates  of  regular  pay.  In  fact,  in  many  cases,  commissions 
are  the  only  form  of  pay.  Most  organizations  which  pay  outside  salesmen 
on  a  commission  or  commission  plus  salary  basis  have  a  separate  and 
distinct  compensation  policy  for  such  salesmen.  """ 

WHAT  AN  INCENTIVE  PAYMENT  PLAN  IS 

The  basic  idea  of  an  incentive  payment  plan  is  simple  enough.  Base  each 
employee's  pay  on  the  amount  of  workhe  should  normally  be  expected  to  do. 
If  he  surpasses  this  expected  norm,  increase  his  pay  accordingly.  Thus 
each  employee  is  provided  with  an  incentive  for  greater  efficiency. 

First,  one  should  consider  salary.  Salary  is  more  than  cash  payment  for 
the  time  and  effort  contributed  by  an  employee  in  carrying  out  the  duties 
assigned  to  him.  It  directly  depends  upon  such  factors  as  size  of  the 
company,  profits  or  ability  of  company  to  pay,  competitive  demand  for 
suitable  employees,  responsibilities  of  individual  offices,  and  standard 
of  living  in  the  community  in  which  the  company  is  located.  Paying  a 
fixed  salary  is  a  simple  and  easy  procedure.  But  many  consultants  and 
business  economists  challenge  the  payment  of  a  fixed  salary  as  the  only 
desirable  method  of  compensating  employees.  The  reason--lack  of 
incentive. 

In  an  effort  to  develop  incentive  among  employees,  numerous  companies 
operate  employee  incentive  payment  plans  today  in  addition  to  paying 
fixed  salaries.  The  incentive  payment  is  designed  to  encourage  an  above 
average  performance. 

Incentive  payments  must  be  over  and  above  adequate  rates  of  regular  pay. 
Even  though  the  eimount  of  prof  it  available  for  the  employer  is  reduced  by 


A  survey  of  salesmen's  compensation  conducted  Jointly  by  the  Graduate  School  of  Business  Admin- 
istration, Harvard  University,  and  the  National  Sales  Executives,  Inc.,  New  York  City,  In  1951, 
reported:  "Of  the  1,243  sales  forces  Included  In  the  sample,  248  were  paid  on  a  straight 
salary  basis,  293  on  a  commission  basis,  and  702  some  combination  of  salary  or  guaranteed 
earnings  and  commission  or  bonus  Incentive.  In  more  than  half  the  salesforces,  expenses  were 
reimbursed  by  the  company.  Salesmen  are  paid  In  accordance  with  a  wide  variety  of  plans  of 
compensation.  More  of  the  sales  forces  covered  by  the  survey  are  paid  on  a  flat  salary  basis 
than  on  any  other  one  plan.  Yet,  only  20%  are  paid  flat  salary,  which  at  one  time  was  the  most 
common  method  of  paying  salesmen.  Commission  plans  with  no  specified  minimum  guarantee  are 
used  by  24%  of  salesforces.  On  the  other  hand,  more  than  half  (56%)  are  paid  a  combination  of 
salary  or  "guaranteed  drawing  account"  and  a  form  of  incentive  compensation.  Among  the  salary 
combinations,  commission  Incentive  is  more  than  twice  as  frequent  as  bonus  with  commission 
above  quota  the  most  popular  arrangement."  (Tosdal,  Harry  R.  and  Carson,  Waller,  Jr.,  "Survey 
of  Salesmen's  Compensation,"  National  Sales  Executives,   Inc.,   N.  Y.,   N.  Y.,    i95l.) 


the  amount  of  the  employee  incentive  payments,  the  hope  is  that  the  plan 
will  be  productive  enough  to  increase  profits  to  the  extent  that  the 
employer,    or    stockholders,    will    also  benefit. 

Any  form  of  Incentive  payment  in  its  final  analysis  rests  upon  some  form 
of  sharing  of  profits  or  net  margins,  whether  it  takes  the  form  of  a 
bonus,  commission,  or  any  of  the  formal  profit  sharing  plans.  In  a 
broader  sense,  incentive  payments  also  reach  over  into  the  field  of  wel- 
fare and  benefit  programs,  since  such  programs  necessarily  affect 
conditions  of  employment  and  influence  the  employee's  morale  and  attitude 
toward  his  job.  These  programs  include  pensions  or  retirement  plans, 
the  various  insurance  plans,  paid  vacations  and  holidays,  sick  leave, 
relaxation  periods,  credit  and  recreational  facilities,  educational 
opportunities,  and  all  other  employee  benefits  provided  at  the  expense 
of   the   company. 

The  subcommittee  of  the  Committee  on  Finance,  United  States  Senate,  in 
1939,  used  the  term  "profit  sharing"  to  cover  "all  employee  benefit  plans 
to  which  the  employer  contributes  any  sum  or  because  of  which  the  employer 
incurs  any  expenses."^  Welfare  and  benefit  programs  such  as  pensions 
and   stock  purchase   plans    were   included. 

A  whole  series  of  studies  on  profit  sharing  have  been  made  by  the  National 
Industrial  Conference  Board,  Inc.,  New  York.  These  studies  date  back  to 
1920.  In  its  studies  the  Board  includes  "plans  under  which  the  company 
has  adopted  the  policy  of  distributing  a  share  of  the  profits  to  its 
employees    regularly,    but    not   necessarily  on   a  predetermined  basis. "^ 

A  third  definition  of  profit  sharing  is  the  one  adopted  by  the  Council 
of  Profit    Sharing   Industries:'* 

"Any  procedure  under  which  an  employer  pays  to  all  employees,  in 
addition  to  good  rates  of  regular  pay,  special  current  or  deferred 
sums,  based  not  only  upon  individual  or  group  performance,  but  on 
the   prosperity  of  the  business    as   a   whole." 

In  order  to  clearly  define  profit  sharing,  one  should  consider  more  than 
monies  involved.  There  is  a  principle  involved,  not  unlike  the  coopera- 
tive enterprise  principle.  Profit  sharing  emphasizes  the  unity  of 
interests,  hopes,  effort,  and  purposes  of  all  the  people  engaged  in  the 
business. 


\l.   S.  Congress.     Senate,     "Survey    of    Experience  In  Profit  Sharing  and  Possibilities  of  Incen- 
tive Taxation,"  S.  R.  610,  76th  Cong.,    1st  Sess.     Govt.   Print.  Off.,   Wash.,   D.   C.    1939. 

-'National   Industrial  Conference  Board,    Inc.      "Profit  Sharing  for  Workers,"  Studies  In  Personnel 
Policy  No.    97.     N.   Y.,    N.   Y.    1948. 
Council  of  Profit  Sharing  Industries.    "Revised  Profit  Sharing  Manual."   1953.   Chicago, Illinois. 


Since  cooperatives  are  not  profit-making  organizations,  incentive  Dayments 
to  cooperative  employees  constitute  sharing  in  savings  which  would  have 
been  available  for  distribution  to  patrons  as  patronage  refunds.  Again 
it  should  be  noted  that  with  a  successful  and  effective  plan  which 
resulted  in  more  efficient  performance  total  savings  would  be  expected 
to    increase. 

Increased  profits  which  result  from  an  "incentive"  profit  sharing  system 
are  distributed  among  those  who  helped  to  create  the  profits,  through 
their  increased  interest  and  efficiency,  in  accordance  with  the  contribu- 
tion of  each  to  the  success  of  the  business.  A  true  incentive  system 
which  has  been  properly  established,  administered,  and  stimulated  leaves 
every  employee  with  the  feeling  that  progress  and  success  of  the  business 
will  result  in  something  for  him,  just  as  though  it  were  his  own  business. 
He  will  have  a  different  attitude  toward  company  expenses,  protection  of 
company  property,    quality  of   company   output. 

While  many  of  today's  profit  sharing  plans  were  adopted  primarily  as  an 
incentive  for  greater  efficiency,  others  are  the  results  of  entirely 
different  attitudes.  Some  employers  have  indicated  a  sincere  belief 
that  employees  have  an  inherent  right  to  share  profits  which  they  helped 
to  produce.  Others  turned  to  profit  sharing  solely  from  a  business 
viewpoint    while   a   few   have   taken   a  paternalistic    attitude. 

Some  doubt  the  value  of  profit  sharing  plans  as  an  incentive,  since  the 
extra  pay  does  not  necessarily  result  from  increased  effort  of  each 
individual.  Yet,  profits  are  the  result  of  the  combined  effort  of  all 
individuals,  and  higher  profits  result  in  increased  pay  for  all.  Perhaps 
the  answer  to  this  weakness  of  profit  sharing,  as  it  is  considered  by 
some,  is  a  combination  system  of  payment,  with  an  incentive  bonus  paid 
to  each  employee  for  individual  effort  or  accomplishment  and  a  profit 
sharing  plan  to  maintain  a  better  team.  Harmful  competition  between 
employees  which  sometimes  results  from  individual  or  group  incentives  can 
often  be  counteracted  by  an  over-all  profit  sharing  plan  which  encourages 
all   employees    to   pull    together. 

BRIEF  HISTORY 

The  idea  of  profit  sharing  apparently  was  born  about  1820  In  France. 
The  first  plan  paid  a  part  of  the  profits  of  the  enterprise  to  a  selected 
group  of  employees.  Distribution  was  made  annually  and  each  employee's 
share  was  based  on  his  salary.  As  the  idea  grew  and  other  French  busi- 
nesses began  to  set  up  plans  for  distributing  a  part  of  the  profits  to 
employees,  the  procedure   of  establishing  employee  pension  funds    developed. 

Subsequently,  savings  sharing  plans  began  to  appear  in  Great  Britain  as 
a  part  of  the  cooperative  organizations  there.  But,  most  of  these  early 
plans  in  France  and  Great  Britain  were  initiated  primarily  as  social  re- 
form measures  with  little  thought  of  providing  employee  incentive  for 
increased   efficiency. 


The  first  savings  sharing  plan  in  the  United  States  appeared  in  the 
1860 's.  Numerous  plans  were  adopted  later  in  the  century,  but  most  of 
these  early  plans  died  in  infancy.  From  the  beginning,  profit  sharing 
made  slow  progress  in  the  United  States.  The  idea  seemed  to  grow  during 
good  times  but  periods  of  recession  or  depression  were  always  accompanied 
by  a  sharp  decline  in  growth  and  even  the  abandonment  of  many  plans  al- 
ready established.  Records  of  discontinued  plans  provide  a  strong 
indication  that  periods  of  low  profits  or  losses  are  taxing  for  all 
profit   sharing   plans,    and   especially   for    "limping"    or    ineffective  plans. 

Recent  Growth 

During  more  recent  years  there  has  appeared  a  sudden  and  widespread 
revival  of  profit  sharing  and  other  incentive  payment  plans.  This  grow- 
ing attention  was  emphasized  by  the  formation,  in  1947,  of  the  Council 
of  Profit  Sharing  Industries,  337  West  Madison  Street,  Chicago, Illinois, 
The  Council  exists  "to  study  instances  and  techniques  of  profit  sharing; 
to  be  the  clearing  house  for  data  on  the  innumerable  variations  of  it, 
and   to  help   spread  profit    sharing   theory   and  practice    in   industry."^ 

The  Council  of  Profit  Sharing  Industries  reported  854  member  companies 
as  of  September  30,  1954.  Manufacturing,  wholesale  and  retail,  financial 
institutions  and  service  industries  are  all  included.  Member  firms, 
varying  in  size  fromahalf  dozen  employees  to  over  100,000,  do  an  annual 
business    of    over    $4   billion.  Approximately    700,000    employees   are 

represented. 

Council  membership  is  a  strong  indication  of  the  current  interest  in 
profit  sharing.  According  to  the  Council,  over  12,000  companies  in  the 
United  States  operate  some  form  of  profit  sharing  plan  today.  This 
Council  estimate  does  not  include  companies  with  pension  or  retirement 
plans  in  which  benefits  or  costs  are  determined  actuarially  and  bear  no 
necessary   relation   to    company  profits. 

The  1946  survey  made  by  the  National  Industrial  Conference  Board  showed 
that  "profit  sharing  plans  which  included  all  employees  in  their  coverage 
were  found  in  401  out  of  3,498  establishments,  or  11,5  percent  of  the 
total."  Compared  with  the  survey  made  in  1939  by  the  Board,  "the  propor- 
tion of  companies  with  such  plans  had  more  than  doubled,  for  in  the 
previous  study  158  out  of  2,700  companies,  or  only  5.9  percent  of  the 
total,    reported  profit    sharing  plans    for    all    employees." 

It  is  significant  that  only  profit  sharing  plans  which  include  all  em- 
ployees are  covered  in  the  above  reports  of  the  National  Industrial 
Conference  Board  or  the  Council  of  Profit  Sharing  Industries.  A  sub- 
stantial number  of  other  studies  indicate  numerous  plans  now  operating 
limit  eligibility  to  executives  or  other  groups  of  employees.  A  study 
entitled  "Profit  Sharing  for  Executives,"  was  published  by  the  National 
Industrial  Conference  Board  in  1948  as  the  Board's  studies  in  Personnel 
Policy  No.    90,    1948. 

^Council  of  Profit  Sharing  Industries,  "Revised  Profit  Sharing  Manual . »  1953.  Chicago,  Illinois. 
National  Industrial  Conference  Board,  Inc.  "Profit  Sharing  for  Workers,"  Studies  In  Personnel 
Policy  No.    97.      N.    Y.,   N.    Y.    1948. 


A  study  on  "Pensions  in  the  United  States,"  prepared  in  1052  for  the 
Joint  Committee  on  the  Economic  Report  by  the  National  Planning  Associa- 
tion, reported  a  total  of  14,000  retirement  plans  operating  in  1951,  in 
addition  to  3,000  deferred  profit  sharing  plans  established  for  retire- 
ment  purposes . ^ 

Internal  Revenue  Service  reports  indicate  that  over  26,000  qualified 
employee  profit  sharing,  stock  bonus  or  pension  plans  had  been  established 
in  the  United  States  by  the  end  of  July  1954o  More  plans  were  approved 
in  the  last  five  years  than  in  all  previous  years,  over  4,000  being 
approved   in   the   fiscal    year    ending  June    30,    1954. 

Many  factors  have  contributed  to  this  growth.  High  tax  rates  in  recent 
years  have  no  doubt  been  a  stimulus.  The  Bureau  of  Internal  Revenue 
allows  tax  deductions  for  "approved"  pension  and  profit  sharing  plans. 
These  plans  are  very  practical  as  investment  and  retirement  vehicles. 
The  present  deduction  allowed  the  corporation  is  very  important  under 
excess  profits  rates,  and  earnings  from  these  contributions  grow  rapidly 
since  they  are  tax  free.  Individual  employees  who  find  it  difficult 
to  save  for  their  own  security  because  of  high  individual  tax  rates  wel- 
come  tax   protected  pension   and  profit    sharing    trusts. 

Pay  stabilization  rules  established  by  the  Government  during  World  War 
II  to  control  wages  and  salaries  encouraged  the  growth  of  pension  and 
profit  sharing  plans.  Contributions  to  new  plans,  being  exempt  from 
stabilization,  provided  companies  with  a  means  of  giving  extra  pay  in- 
creases   to    attract    desirable   new    employees    and   hold   experienced   ones. 

Until  more  recent  years,  small  and  medium  sized  companies  seemed  to  take 
little  interest  in  profit  sharing  or  incentive  pajTnent  plans  of  any  kind. 
Now  they  are  beginning  to  find  that  such  plans  are  even  more  effective 
in  smaller  companies  where  each  employee  is  necessarily  more  conscious  of 
the  connection  between  his  incentive  payment  and  increased  effort  and 
efficiency  on  his  part.  However,  many  large  companies  with  very  effec- 
tive incentive  payment  plans  offer  proof  that  if  management  is  careful 
to  "sell"  the  plan  to  employees,  the  results  are  also  rewarding  in 
larger  companies.  Many  earlier  incentive  payment  plans  failed  because 
workers    did   not   understand   the   plans. 

Incentive  plans  which  are  more  adaptable,  or  have  been  tailor-made  for 
particular  companies,  have  also  contributed  to  the  recent  growth.  Profit 
sharing  plans  have  now  been  developed  which  are  successful  in  companies 
with  fluctuating  profits--losses  in  bad  years  being  spread  out.  over  good 
years.  Most  businesses,  and  especially  highly  competitive  companies, 
have  learned  that  profit  sharing  plans  with  a  high  degree  of  flexibility 
work  best . 


National  Planning  Association,  "Pensions  In  the  United  States,"  a  study  prepared  for  the  Joint 
Committee  on  the  economic  Report,  said  Cong.,  aid  Sess.  Joint  Committee  Print.  U.  S.  Govt. 
Print.  Off.,  Wash.,  D.  C.  1952. 


Companies  adopting  incentive  payment  plans  in  recent  years  have  benefited 
from  the  experience  of  pioneers  in  the  field.  More  information  has  been 
available  to  guide  newcomers  in  setting  up  plans  which  have  already 
weathered  the  storm  and  proved  their  value  under  similar  circumstances 
in   similar    types   of   organizations. 

TYPES  OF  PLANS 

The  payment  of  incentives  is  often  an  evolutionary  process,  beginning 
with  a  simple  plan  and  becoming  more  complex  and  ambitious  as  the  company 
grows.  Many  of  the  outstanding  companies  with  highly  successful  incen- 
tive payment  plans  adopted  their  plans  only  after  a  period  of  trial  and 
error.  Companies  with  successful  plans  are  quick  to  admit  that  no  one 
plan  is  a  panacea  for  all  companies,  and  that  any  plan  must  be  made  to 
work. 

Installing  a  ready-made  incentive  system  which  appeals  most  to  manage- 
ment would  be  an  easy  process,  but  the  possibility  of  finding  such  a 
system  which  would  work  is  almost  Impossible.  Selecting  an  incentive 
system  is  not  this  easy.  Careful  consideration  should  be  given  to  the 
nature  of  the  enterprise,  the  particular  objectives  sought,  management 
attitudes,  and  the  many  tangible  and  intangible  factors  which  have  made 
for  success  or  failure  of  incentive  plans  in  other  companies.  Such 
factors  have  to  some  extent  influenced  the  nature  of  plans  in  use,  but 
there  appears  to  be  no  dominant  pattern  in  the  details  of  the  numerous 
plans.  Each  plan  must  be  "tailor  made"  to  the  financial  situation,  the 
prospects    ajid    the    objectives   of  both   the   company   and   its   employees. 

After  an  individual  plan  has  been  worked  out,  by  combining  and  balancing 
the  various  financial  and  nonfinancial  incentives,  even  then  the  job  is 
not  finished.  There  must  be  a  continuous  study  of  each  individual  part 
of  the  system  and  the  system  as  a  whole  so  that  each  incentive  continues 
to  be  effective.  The  various  features  of  the  plan  must  be  periodically 
replaced  as  conditions  change,  so  that  actually  the  plan  must  not  only  be 
tailor   made   but   must  be  continuously    tailored   to    fit    changing   conditions, 

Financial    Incentives 

There  are  many  types  of  incentive  payment  plans,  any  of  which  may  be 
used  individually  or  in  combination.  Plans  vary  according  to  such 
factors  as  the  basis  for  determining  extra  compensation,  the  method 
used  in  calculating  total  and  individual  amounts,  when  the  extra  com- 
pensation is  to  be  paid,  how  it  is  to  be  paid,  and  to  whom.  The  Council 
of  Profit   Sharing   Industries   has  grouped   the  basic  plans    as   follows:® 

"I.      Direct   profit   sharing  plans 

1.  Cash  plans  -  A  certain  percentage  of  the  company's  income 
is  added  to  the  regular  wages  and  distributed  periodically 
according    to   various    keys. 


Council  of  Profit  Sharing  Industries.    "Revised  Profit  Sharing  Manual. "   1953.   Chicago,   Illinois. 


2.  Wage  dividends  -  The  percentage  of  profit  sharing  is  deter- 
mined by  the  dividend  paid  the  stockholders. 

3.  Stock  ownership  -  The  worker  is  made  a  stockholder. 

4.  Trust  plans  -  A  certain  percentage  of  the  company's  income 
is  accumulated  in  a  trust  fund,  with  or  without  employee 
contributions. 

II.   Related  programs 

1.  Pension  plans  -  Retirement  annuities  are  provided  by  com- 
pany, with  or  without  employee  contributions. 

2.  Guaranteed  annual  wage  plans  -  The  workers  are  put  on  a 
salary. 

3.  Production  sharing  plans  -  The  workers  are  guaranteed  a 
certain  share  of  the  sales  dollar. 

4.  Cost  savings  sharing  plans  -  The  extra  earnings  are  in  di- 
rect proportion  to  savings  on  production  costs. 

5.  Associative  plans  -  Profit  sharing  and  management  sharing 
features  are  transferred  to  an  independent  association. 

6.  Cooperative  plans  -  The  workers  are  made  co-owners  and  co- 
managers. 

7.  Multiple  management  plans -The  personal  development  of  the 
individual  and  his  potential  participation  in  management 
is  recognized  in  a  democratic  process  of  education  through 
Junior,  Plant,  Executive  and  other  boards  up  to  the  Board 
of  Directors.   (Management  Sharing). 

8.  Employee  benefits  -  Consisting  of  group  life  insurance, 
retirement  annuities,  disability  benefits,  accident  bene- 
fits, sickness  benefits,  educational  opportunities,  paid 
vacations  and  holidays,  credit  unions." 

Practically  every  company  using  incentive  payments  is  operating  under  a 
plan  that  differs  to  some  extent  from  plans  of  other  companies.  In 
addition,  many  companies  have  adopted  Incentive  systems  consisting  of 
multiple  plans.  Often  the  same  employee  is  covered  by  more  than  one 
plan.  In  a  number  of  companies  various  groups  of  employees  are  covered 
by  separate  plans.  Bargaining  groups  may  be  covered  by  one  plan,  salaried 
employees  by  another,  and  executives  by  still  another. 

Since  types  of  plans  in  use  are  so  numerous,  and  are  so  inclined  to  over- 
lap in  respect  to  method  of  operation  and  benefit  provided,  it  is  almost 
impossible  to  make  a  distinct  classification  of  the  various  plans.   For 


example,  a  profit  sharing  plan  of  the  deferred-payment  type  may  be  a  form 
of  pension  plan;  a  bonus  may  be  arbitrarily  determined  or  it  may  be 
rtlated  directly  to  profits. 

In  addition  to  such  general  classifications  as  cash  bonus,  profit  sharing 
and  pension  plans  which  are  discussed  later  in  more  detail,  there  are  the 
more  specific  plans  such  as  the  wage  dividend,  stock  option  or  stock  pur- 
chase plans,  cost  savings  plans,  share  the  production  plans,  cost  savings 
sharing,  thrift  plans,  paid  suggestion  systems,  and  the  numerous  employee 
benefits  such  as  group  life,  sickness,  accident  and  disability  insurance, 
credit  union,  severance  pay,  educational  opportunities,  and  paid  vaca- 
tions and  holidays.  '     '  . 

Cash  Bonus  Plans 

A  cash  bonus  can  serve  as  a  real  incentive,  particularly  if  the  pajmient 
is  directly  related  to  employee  performance,  production,  merit  or 
efficiency.  The  bonus  may  be  tied  directly  to  profits  with  a  definite 
formula  worked  out  in  advance,  or  the  amount  may  be  determined  arbitrar- 
ily by  the  employer  and  not  necessarily  directly  related  to  the  success 
of  the  business.  Some  companies  declare  bonus  payments  intermittently 
and  not  necessarily  as  a  continuing  company  policy.  Such  payments  vary 
considerably.  They  may  be  paid  "across  the  board"  or  limited  to  execu- 
tives, supervisors,  or  a  picked  group  of  employees.  Annual  or  Christmas 
bonuses  are  popular,  being  used  to  some  extent  by  industry  throughout  the 
United  States.  .  .  .  ■ 

Profit  Sharing  Plans  •  ' 

Generally  speaking,  profit  sharing  implies  setting  aside  a  predetermined 
percentage  of  profits  which  is  distributed  among  participating  employees 
according  to  a  specified  formula.  Most  of  the  profit  sharing  plans  in 
use  today  are  of  this  type,  but  several  other  types  are  in  limited  use 
and  should  be  mentioned. 

The  employees'  bonus  under  a  wage-dividend  plan  is  based  only  indirectly 
on  profits.  Participating  employees  generally  receive  a  cash  payment  or 
bonus  each  time  a  dividend  of  a  specified  amount  is  declared  for  stock- 
holders. 

Rather  than  set  aside  a  specified  percentage  of  profits,  surveys  indicate 
that  a  limited  number  of  companies  prefer  to  grant  eligible  employees  an 
increase  in  compensation  based  on  the  amount  of  profits  earned. 

Other  companies,  not  wishing  to  adopt  a  definite  formula  for  splitting 
profits  with  employees,  operate  from  year  to  year  according  to  the 
dictates  of  management  or  the  board  of  directors. 

Profit  sharing  plans  are  generally  divided  into  two  groups,  the  chief 
difference  being  whether  the  employee  receives  his  share  of  the  profits 
currently,  or  whether  the  payment  is  placed  in  an  irrevocable  trust  for 
future  benefit  of  employees.  The  plans  which  provide  for  current  distri- 
bution of  profit  are  relatively  simple  and  up  until  the  time  of  the 
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Second  World  War  were  much  more  popular  than  plans  of  the  deferred- 
distribution  type.  During  the  War  the  more  adaptable  deferred-distribution 
plan  became  popular  as  a  retirement  vehicle,  and  post-war  surveys  indicate 
that  it  is  far  more  prevalent  today  than  the  current-distribution  plan. 
The  1937  survey  of  the  National  Industrial  Conference  Board  discovered 
that  only  about  4  percent  of  plans  in  operation  at  that  time  were  for 
retirement  purposes,  whereas  60  percent  of  the  plans  studied  by  the  Board 
in  1947  were  of  the  deferred-distribution  type. 

Current-distribution  profit  sharing  plans 

Current  distribution,  or  profit  sharing  cash  plans,  provide  that  each 
employee  receive  his  share  of  profits  annually,  or  at  regular  intervals 
throughout  the  year.  In  addition  to  being  simple,  advocates  of  these 
current-distribution  plans  report  other  advantages: 

1.  The  relationship  between  effort  and  profits  is  emphasized.  The 
frequent  receipt  of  cash  produces  more  of  an  incentive  than 
advantages  to  be  received  sometime  in  the  distant  future. 

2o  Just  as  "a  bird  in  the  hand  is  worth  two  in  the  bush,"  a  check' 
in  the  hand  is  more  tangible  than  credit  on  the  books.  Employees 
who  receive  their  share  of  the  profits  in  cash  are  generally 
more  conscious  of  the  effects  of  profit  sharing. 

3.  Extra  compensation  in  cash  is  appreciated  more  than  a  trust  fund 
by  many  rank  and  file  employees  who  are  struggling  with  present 
budgets  ajid  need  spendable  income.  Young  employees,  particu- 
larly girls,  have  little  interest  in  profit  sharing  payments 
which  are  out  of  their  grasp  until  time  of  old  age  or  retirement. 

4.  Employees  are  inclined  to  become  more  conscious  of  business 
conditions  and  the  prosperity  of  their  company  when  profits  are 
distributed  in  cash.  A  regular  cash  receipt  is  concrete  evi- 
dence of  a  successful  business. 

5.  Employees  like  apian  that  leaves  them  free  to  spend  their  earn- 
ings as  they  see  fit.  Extra  cash  payments  sometimes  mean  the 
difference  between  buying  a  home  and  renting.  Other  employees 
will  be  able  to  meet  the  payments  on  an  automobile,  television, 
or  other  current  undertakings. 

6.  No  one  knows  what  the  future  holds.  Employees  are  sure  of  their 
extra  earnings  when  they  receive  them  in  cash.  Tax  advantages 
of  the  deferred  plans — which  are  definitely  very  tempting — 
could  easily  be  changed  many  times  by  new  laws  before  young 
employees  reach  retirement  age,  or  the  time  set  for  actual  dis- 
tribution of  the  fund. 

The  current  distribution  plans  generally  provide  that  employees  receive 
their  share  of  profits  in  cash,  but  a  number  of  plans  in  operation  do 
provide  that  stock  or  other  company  certificates  be  used  in  making  pay- 
ment. 
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Responsibility  for  allocating  and  distributing  Individual  cash  shares 
usually  rests  with  raanagementj  but  frequently  a  committee  or  committees 
are  appointed  or  elected  to  work  with  management  in  this  respect.  Em- 
ployee  and  union  representation  on   these   committees   is   advisable. 

The  time  and  frequency  of  cash  bonus  payments  vary.  The  plan  may  provide 
that  employees  receive  their  individual  shares  each  payday  along  with 
regular  basic  pay,  by  the  month,  semiannually,  or  only  once  a  year. 
Frequent  payments  are  believed  to  increase  incentive  and  are  therefore 
usually  considered  more  effective.  Nevertheless,  recent  surveys  indi- 
cate that  annual  payments  are  by  far  the  most  prevalent,  simplicity  being 
the  basic    reason.      The   annual    Christmas   bonus   is    a  good   exajnple. 

Since  employee  participation  in  profit  sharing  cash  plans  is  not  influ- 
enced to  the  same  extent  by  Federal  tax  laws  and  regulations  which 
govern  eligibility  requirements  of  Internal  Revenue  approved  deferred 
payment  plans,  each  company  is  free  to  set  its  own  eligibility  require- 
ments. The  plan  may  be  restricted  to  cover  only  executive  or  supervisory 
employees,  only  salaried  employees  or  bargaining  units,  or  it  might  cover 
all  employees.  Some  believe  that  larger  payments  to  a  restricted  number 
of  employees    are  more   effective   than   smaller   payments    to   all. 

Practically  all  plans  exclude  temporary,  probational,  and  part-time 
employees.  Other  plans  provide  that  new  employees  or  those  with  only  a 
short  period  of  service  be  excluded  from  participation  in  profits,  but, 
length  of  service  requirements  are  much  more  prevalent  in  profit  sharing 
trust  plans.  A  substantial  number  of  companies  with  cash  profit  sharing 
plans   have   separate  plans   for    the   executives    and   employees. 

The  1947  National  Industrial  Conference  Board  survey  reveals  that  most 
of  the  companies  which  distribute  the  employees'  share  of  profits  in 
cash  do  not  take  into  consideration  the  amount  of  total  profits.  A  uni- 
form percentage  is  usually  allocated  as  the  employees'  share.  This  share 
should  be  divided  among  employees  according  to  the  purpose  of  the  plan, 
but  is  more  frequently  distributed  on  the  basis  of  employee  compensation. 
If  the  plan  is  Intended  as  an  incentive  to  increase  production  or  effi- 
ciency, individual  merit  or  accomplishment  should  be  taken  into  con- 
slderationo 

Major  determining  factors  for  computing  the  individual  share  of  profits 
to  be  distributed  in  cash  were  found  by  the  1947  National  Industrial 
Conference  Board   survey   to  be: 

1.  Ratio   of  individual's    earnings   to   participating  payroll 

2.  Percent   of  pay 

3.  Length   of   service 

4.  Ratio   of   time   worked  by  individual    to    total   hours    worked 

5.  Merit    and   efficiency 

6.  Responsibility   or  position 

A  high  percentage  of  the  companies  reported  a  combination  of  two  or  more 
of  these  factors. 
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Deferred-distribution  profit  sharing  plans 

When  the  individual  employees  do  not  receive  their  share  of  profits  until 
some  future  date,  the  profit  sharing  plan  is  frequently  called  a  trust 
plan  since  it  usually  requires  that  the  profits  allocated  to  employees  be 
placed  in  an  irrevocable  trust.  A  trustee  is  generally  appointed  custo- 
dian. The  time  of  distribution  to  employees  is  deferred  until  some  future 
time  specified  in  the  agreement. 

Companies  using  deferred-distribution  profit  sharing  plans  prefer  them 
instead  of  current-distribution  plans  for  the  following  reasons: 

1.  Financing  a  pension  plan,  a  severance  fund,  group  life,  sick- 
ness, and  accident  insurance,  and  all  the  other  employee  benefits 
employers  are  called  upon  to  provide  in  addition  to  a  cash 
profit  sharing  plan,  is  often  a  burden  to  the  employer,  particu- 
larly when  earnings  are  highly  variable.  By  using  a  deferred 
distribution  plan  for  retirement  purposes,  employers  are  able 
to  provide  many  advantages  in  one  package  at  a  lower  and  more 
flexible  cost.  A  cash  profit  sharing  plan  without  a  pension 
plan  is  considered  inadvisable  by  most  management  counselors. 

2.  Deferred  distribution  plans  encourage  loyalty  and  result  in  less 
employee  turnover.  Employees  who  stay  with  the  company  for 
only  a  few  years  must,  under  many  of  the  trust  plans,  sacrifice 
that  portion  of  their  credit  which  has  not  been  guaranteed, 

3.  The  feeling  of  anxiety  or  low  morale  reported  by  companies  with 
profit  sharing  cash  plans  during  times  of  low  profits  or  a  net 
loss  may  frequently  be  avoided  by  a  profit  sharing  trust.  This 
can  easily  be  accomplished  if  the  fund  is  large  enough  to  tide 
the  company  over  so  that  the  flow  of  employee  benefits  is  not 
interrupted. 

4.  Federal  laws  and  regulations  are  more  favorable  for  deferred- 
distribution  plans.  An  employee  receiving  his  share  of  profits 
In  cash  must  pay  a  tax  on  this  added  income  each  year  the  same 
as  he  would  an  increase  in  salary;  whereas,  if  his  share  is 
deposited  in  a  profit  sharing  trust  the  entire  payment  and  the 
Interest  it  earns  is  tax  free  up  until  the  time  the  employee 
actually  receives  the  benefits. 

5.  Profit  sharing  trusts  enable  many  companies  to  "take  the  curves" 
of  a  business  cycle  safely  and  less  painfully.  Funds  which 
accumulate  during  good  times  are  available  for  retirement, 
severance  pay  and  Insurance  benefits  during  less  profitable 
years. 

A  deferred  distribution  plan  generally  provides  that  the  employees'  shares, 
be  held  in  trust  until  termination  of  employment,  retirement,  disability, 
or  death  of  employee.  The  fund  is  built  up  as  profit  shares  are  regularly 
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credited  to  individual  employees'  accounts  and  as  earnings  on  investment 
of  the  fund  are  recorded.  In  addition,  some  plans  provide  that  employees 
who   wish   to   participate   make   regular    contributions   to   the   fund. 

Company  experience  shows  that  each  employee  should  be  notified  regularly 
regarding  the  size  of  his  individual  share  in  the  trust  fund.  In  order 
to  produce  incentive  the  plan  should  be  talked  up  so  that  each  employee 
has  an  interest  and  will  conscientiously  work  to  increase  his  share.  The 
higher  regular  wages  are  in  comparison  with  other  wages  for  similar  work 
in  the  community,  the  better  the  chance  for  a  deferred-distribution  plan 
which   the    employees    will    accept    and   fully   appreciate. 

Most  of  the  trust  plans  differ  in  detail  as  to  the  formula  used  for 
allocating  profit,  extent  of  employee  participation,  administration,  and 
the  like.  Management  alone  does  not  handle  the  fund.  An  agreement  is 
drawn  up  and  either  an  individual,  committee,  bank  or  trust  company  is 
appointed  to  act  as  custodian.  The  trustee  is  frequently  a  company  exec- 
utive or  a  committee  of  company  employees.  If  not,  a  representative  or 
representatives  of  the  company  may  be  appointed  to  work  with  the  trustee, 
although  in  some  companies  the  appointed  trustee  acts  without  company 
representation. 

In  connection  with  the  administration  of  deferred  distribution  plans,  it 
is  also  wise,  as  many  companies  have  discovered,  to  establish  an  admin- 
istrative or  advisory  committee  to  work  with  the  trustee  to  insure  smooth 
and  fair  operation  of  the  plan.  Employee  and  union  representation  on 
such  management   committees   cannot   be    too   strongly   recommended. 

There  has  been  a  trend  in  recent  years  for  all  or  practically  all  em- 
ployees to  share  in  the  profits.  Federal  tax  laws  have  been  and  still 
are  an  influential  factor  in  determining  employee  eligibility  in  profit 
sharing  trusts.  In  order  to  qualify  for  tax  deductions,  the  Internal 
Revenue  Code  specifies  that  the  plan  may  not  limit  eligibility  in  order 
to  favor  employees  who  are  officers,  stockholders,  high-salaried  em- 
ployees or  executives.  In  some  companies  executives  are  covered  by 
separate  plans. 

In  addition,  in  order  to  qualify  for  the  tax  deduction,  the  plan  must 
apply  to  70  percent  or  more  of  the  employees,  or  to  80  percent  or  more 
of  eligible  employees  if  as  many  as  70  percent  of  all  employees  are 
eligible.  The  Code  limitations  do  not  apply  to  personnel  who  have  been 
employed  not  more  than  a  minimum  period  prescribed  by  the  plan,  not 
exceeding  5  years,  or  to  part-time  employees  (those  working  less  than  5 
months    a  year    or    20   hours    a   week) . 

Most  of  the  deferred  distribution  profit  sharing  plans  in  use  provide 
that  temporary,  probational,  and  part-time  employees  be  ineligible  to 
share  in  profits  and  a  majority  also  exclude  employees  who  have  worked 
for  less  than  a  year.  In  addition,  a  few  companies  have  plans  which 
specify   a  minimum    and  maximum   age   for    eligibility. 
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A  number  of  comDanies  with  profit  sharing  trust  plans  provide  that  the 
employees  contribute  a  specified  percentage  of  their  annual  compensation 
to  help  build  the  trust  fund.  In  some  cases  this  may  be  optional  with 
employees  but  other  companies  do  not  allow  employees  who  are  unwilling  to 
contribute  to  the  fund  to  participate  in  the  profits  of  the  company. 

The  employee's  basic  compensation  is  the  dominant  factor  used  by  compa- 
nies with  trust  plans  in  determining  how  the  profit  sharing  trust  fund 
is  to  be  divided  among  individual  employees.  Individual  accomplishment 
and  efficiency  has  not  in  the  past  been  considered  a  major  factor.  This- 
no  doubt  is  one  of  the  primary  reasons  why  many  profit  sharing  trust 
plans  fail  to  produce  maximum  incentive.  However,  as  stated  previously, 
many  of  the  plans  are  adopted  primarily  as  retirement  vehicles,  and  an 
increase  in  production  is  not  a  direct  objective. 

Ratio  of  individual's  earnings  to  participating  payroll,  and  a  combina- 
tion of  earnings  and  length  of  service  were  the  only  factors  used  in 
computing  the  individual's  share  in  approximately  75  percent  of  the 
deferred-distribution  plans  included  in  the  1947  survey  of  the  National 
Industrial  Conference  Board. 

The  Internal  Revenue  Code  specifies  that  ,no  employer  may  deduct  for  tax 
purposes  in  any  one  year  an  eimount  in  excess  of  15  percent  of  the  compen- 
sation  otherwise  paid  or  accrued  during  such  taxable  year  to  tne 
beneficiaries  under  the  plan.  In  addition  to  this  limitation,  some  plans 
provide  for  a  limitation  on  total  salary  or  total  credits. 

Most  companies  with  plans  which  ;provide-  for  deferred  distribution  of 
profits  place  the  money  in  a  trust  fund  to  be  used  for  termination  of 
employment,  retirement,  disability,  or  death.  In  many  cases,  particularly 
In  recent  years,  the  plan  was  adopted  primarily  as  a  substitute  for  a 
retirement  plan  to  supplement  Federal  old-age  and  survivors'  benefits. 

The  major  difference  between  a  profit  sharing  pension  plan  and  a  regular 
pension  plan  is  that  the  profit  sharing  plan,  being  based  on  profits, 
cannot  provide  a  fixed  benefit  such  as  is  possible  with  a  regular  pension 
plan.  Otherwise,  the  profit  sharing  plan  for  retirement  purposes  works 
very  much  like  the  retirement  plan  which  has  no  relation  to  profits. 
The  usual  retirement  age  of  65  is  generally  specified  in  the  agreement, 
and  a  few  companies  specify  that  employees  must  have  a  definite  number 
of  years'  service. 

The  method  of  payment  varies,  but  is  usually  quite  flexible.  Employees 
may  have  a  choice  of  receiving  their  entire  share  of  the  fund  in  a  lump 
payment  or  receiving  a  stated  amount  at  regular  intervals  as  they  would 
a  regular  pension  payment.  Some  compemies  use  the  trust  fund  to  purchase 
insurance  policies  for  the  benefit  of  employees.  A  combination  of  these 
methods  of  disbursement  is  common. 

Profit  sharing  trust  plans  do  not  all  provide  that  the  employee  receive 
the  entire  amount  of  funds  in  his  account  when  he  leaves  the  company. 
In  fact,  under  some  plans,  employees  who  leave  the  company  before 
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becoming  eligible  for  accrued  benefits  lose  all  rights  to  any  share  of 
the  fund.  Such  forfeitures  may  then  be  divided  among  remaining  partici- 
pants . 

The  actual  amount  that  an  employee  will  receive  upon  retirement  or  termi- 
nation of  employment  is  known  as  the  vesting  right.  This  is  the  guarantee 
to  the  employee  of  a  certain  equity  in  the  plan  based  on  all  or  part  of 
the  contributions  made  in  his  behalf  in  the  event  his  employment  is 
terminated  before  he  is  fully  eligible  for  benefits. 

The  amount  of  vesting  provided  for  under  individual  trust  plans  varies 
greatly.  Length  of  service  and  cause  of  termination  of  employment  are 
the  most  important  factors  for  determining  the  exact  portion  of  the  funds 
credited  to  his  account  which  each  employee  will  receive  upon  leaving 
the  company.  The  results  of  the  1947  study  of  the  National  Industrial 
Conference  Board  revealed  that:'^ 

"In  only  seven  out  of  92  plans  studied,  7.6  percent,  does  the  em- 
ployee forfeit  all  claim  to  amounts  to  his  credit  when  his  services 
are  terminated. ..... .Sixteen  plans,  or  17.4  percent,  provide  that 

participants  shall  receive  all  amounts  to  their  credit  regardless 
of  their  years  of  service  or  cause  of  termination." 

As  a  general  rule,  all  plans  which  provide  for  extra  employee  contribu- 
tions to  the  trust  also  provide  that  such  contributions  be  returned  to 
the  individual  employee,  with  interest,  regardless  of  when  or  why  he 
leaves  the  employ  of  the  company,  and  regardless  of  whether  he  must  for- 
feit a  part  or  all  company  contributions.  .  _ 

Combined  profit  sharing  plans: 

Fortunately,  companies  considering  the  adoption  of  a  profit  sharing  plan 
need  not  choose  between  immediate  cash  payments  and  deferred  distribu- 
tion. Why  not  use  both?  By  combining  the  two  types  of  profit  sharing 
the  advantages  of  both  are  attainable.  But,  in  working  out  a  profit 
sharing  arrangement,  each  company  must  make  sure  that  the  plan  is  suit- 
able for  its  purpose,  the  size  and  profitableness  of  the  company,  and 
the  attitude  of  management  and  employees. 

In  some  companies  the  employees'  share  of  profits  is  distributed  in 
several  different  ways.  A.  specified  percentage  may  be  used  to  finance  a 
retirement  system;  another  part  placed  in  reserve  for  "hard  times";  and 
the  remainder  distributed  in  cash  at  regular  intervals. 

Other  plans  provide  that  the  employees'  share  which  is  attributable  to 
the  first  "x"  dollars  of  annual  earnings  be  distributed  currently  in  cash 
but  that  the  remainder  be  placed  in  a  trust  fund.  Of  course,  the  details 
of  this  method  of  distribution  vary  considerably  from  company  to  company. 


National  industrial  Conference  Board,  Inc.  "Profit  Sharing  for  Workers,"  Studies  In  Personnel 
Policy  No.  97.  N.  Y.,  N.  y.  1948. 
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Some  companies  set  a  second  dollar  amount  which  will  be  divided  equally 
or  unequally  between  cash  payments  and  the  fund.  This  method  of  distri- 
bution has  definite  advantages  and  cannot  be  accused  of  favoring  low- 
incorae  employees  or  the  higher  paid  executives,  since  it  is  equally 
advantageous    to   both   groups. 

Rather  than  providing  that  a  certain  percentage  of  profits  be  distributed 
in  cash  or  placed  in  trust,  some  companies  have  adopted  a  system  whereby 
all  of  the  profits  are  placed  in  trust ,  but  employees  are  allowed  to  draw 
money  from  the  fund  almost  at  will.  Such  a  system  provides  a  trust  fund 
for    employees  but   does    not   enforce   its   use. 

A  census  of  profit  sharing  in  the  metropolitan  Saint  Louis  industrial 
area,  made  by  James  R.  Hartnett  in  1951,  showed  400  firms  in  that  area 
with  some  form  of  profit  sharing,  bonus,  or  incentive  payment  plan.  The 
numerous  plans  in  use  by  the  400  firms  reporting,  and  the  number  of  firms 
using   each   type   plan,    were   tabulated  by  Reverend  Hartnett    as   follows: "'"° 

Type   of  plan  Number   of   firms 

Profit    sharing  plan  144 

Incentive  plan  89 

Bonus   plan  177 

Wage   dividend  plan  7 

Multiple   management   plan  3 

Contributory   retirement   plan  81 

Trust  plan  26 

Production   sharing  plan  5 

Cost    saving   sharing  plan  8 

Guaranteed   annual    wage  plans  18 

Other  plans  98 


As    was    expected.    Rev.    Hartnett    found   many    of   the    companies    using    com- 
bined  plans.      The    combinations    reported   are    shown  below:     ° 

Profit    sharing    and  bonus   plans  76    firms 

Incentive    and   bonus   plans  39    firms 

Profit    sharing,    incentive    and   bonus   plans  33    firms 

Profit    sharing   and    incentive  plans  22   firms 

Installing    a  Profit    Sharing   Plan 

The    Council    of  Profit    Sharing   Industries   has   outlined   eight    steps    as    a 
guide   for    installing    a  profit    sharing  plan:  ■'■■'■ 


Hartnett,   James  R.  "A  Census    of    Profit  Sharing  In    the    Metropolitan  Saint  Louis  Industrial 

J  Area. "     Council  of  Profit  Sharing  Industries,    Chicago,   Illinois.      1951. 

Council    of    Profit  Sharing    Industries.        "Revised  Profit  Sharing  Manual. "       1953.        Chicago, 
Illinois. 
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"1.   The  desire  of  management  to  install  a  plan  in  order  to  enhance 
the  team  spirit  in  the  organization. 

2.  Thorough  investigation  of  existing  plans,  their  administration 
and  performance,  both  by  studying  literature  available  and  by 
interviewing  profit  sharing  management  of  other  firms. 

3.  Selection  of  a  plan  or  a  combination  of  plans  suitable  for  the 
particular  organization. 

4.  Presentation  of  the  plan  and  the  thinking  behind  it  to 

(a)  the  board  of  directors, 

(b)  the  stockholders, 

(c)  the  employees. 

5.  Revision  of  the  plan  in  the  light  of  suggestions  received  by 
these  grouTDS  and,  where  necessary,  adjustment  of  the  wage  and 
salary  structure. 

6.  Drawing  up  of  formal  agreements,  usually  with  professional, 
legal,  and  actuarial  assistance. 

7.  Formal  announcement  of  the  plan  to  the  employees. 

8.  Administration  of  the  plan  by  continuously  selling  jt  to  the 
employees,  in  particular  through  complete  financial  informa- 
tion. "  .  ■  . 

Pension  Plans  ' 

Pension  plans  are  not  all  alike.  The  plan  may  be  a  simple  one  providing 
only  for  a  straight  life  annuity  without  death  or  severance  of  employment 
benefits,  or  it  may  be  extended  to  provide  severance  of  employment  or 
death  benefits,  or  both.  Some  plans  also  include  disability  and  other 
welfare  benefits.  Also,  the  plan  may  be  non-contributory,  or  employees 
may  be  required  to  contribute  a  specified  amount  from  their  own  pockets 
to  be  added  to  the  portion  contributed  by  the  company. 

A  study  made  in  1952  by  the  National  Planning  Association  reveals  that: 

"Nine  out  of  ten  persons  in  the  United  States  who  work  in  civilian  jobs 
are  now  earning  retirement  protection.  Nearly  eight  out  of  ten  are 
under  old-age  and  survivors  insurance,  and  almost  half  of  the  remainder 
are  protected  by  other  public  programs.  At  the  beginning  of  1952  about 
one  out  of  five  of  those  who  were  covered  by  old-age  and  survivors 
insurance  were  also  covered  by  private  plans  designed  to  supplement  the 
public  system."''"^ 


TJatlonal  Planning  Association.        "Pensions    In    the  United  States."       A  study  prepared  for  the 
Joint  Committee  on  the  Economic  Report,     said  Congress,    aid  Session,   Wash.,   D.   C,    1952. 
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The  pension  plan  does  not  relate  the  work  of  each  employee  to  the  profits 
of  the  firm  and  therefore  is  not  as  valuable  an  incentive  to  increased 
efficiency  or  company  loyalty  as  some  of  the  other  more  direct  plans. 

The  primary  purpose  of  a  pension  plan  is  to  provide  an  income  for  company 
employees  after  their  service  has  been  terminated,  or  for  survivors  in 
case  of  death.  In  order  to  receive  these  benefits,  the  employee  must 
fulfill  certain  requirements.  The  attainment  of  a  prescribed  age  and  a 
specified  number  of  years'  service  are  the  usual  requirements. 

Protection  of  workers  who  change  employment  before  reaching  retirement 
age  or  qualifying  in  other  respects  is  provided  by  vesting.  The  vested 
right  is  normally  granted  in  the  form  of  an  annuity  with  regular  payments 
beginning  as  soon  as  the  employee  reaches  the  retirement  age.  Some 
plans,  however,  provide  that  the  entire  payment  be  made  in  a  lump-sum 
benefit  as  soon  as  employment  is  terminated. 

A  pension  plan  involves  the  accumulation  of  substantial  funds.  For 
example,  it  takes  approximately  $15,000  to  provide  one  employee  a  life- 
time pension  of  $100  per  month  starting  at  age  65.  For  100  employees 
this  would  mean  a  total  of  $1.5  million.  For  1,000  employees  it  would 
mean  a  total  of  $15  million,  providing  all  the  employees  lived  and  stayed 
with  the  company  until  they  reached  age  65.  Of  course,  the  amount  of 
money  in  the  pension  plan  would  not  reach  a  peak  of  this  amount  since 
all  of  the  employees  would  not  reach  age  65  at  the  same  time. 


An  important  feature  of  every  pension  plan  is  a  section  which  specifies 
in  detail  just  who  is  to  have  custody  of  the  funds  and  pay  out  the  pen- 
sions as  they  come  due.  In  this  respect  there  are  two  general  types  of 
plans — insured  plans  and  plans  handled  through  pension  trusts. 

Under  the  insured  plan  the  money  is  turned  over  to  an  insurance  company, 
which  invests  the  funds  and  makes  the  pension  payments  as  they  come  due. 
The  insurance  company  takes  all  the  risk  and  guarantees  the  pension  pay- 
ments. It  provides  all  the  actuarial  services  needed,  does  the  book- 
keeping and  reviews  the  soundness  of  the  plan  once  a  year. 

For  this  service  the  insurance  company  gets  a  specified  percentage  of  the 
premium  money  collected.  The  percentage  varies  according  to  the  pro- 
visions of  the  plan,  size  of  company,  and  the  like,  but  the  average  is 
about  8  percent.  This  is  a  good  safe  plan  and  is  also  popular.  But 
many  companies,  particularly  larger  organizations,  have  felt  that  they 
could  hire  an  actuary  and  take  the  risk  themselves  for  less  than  the 
commission  charged  by  the  insurance  companies.  These  companies  have  set 
up  pension  trust  funds  of  their  own. 

The  Bureau  of  Internal  Revenue  requires  that  pension  funds  be  kept 
entirely  separate  from  the  company ' s  other  funds  and  be  placed  outside  of 
the  control  of  the  company.  In  this  connection  the  company  must  divest 
itself  of  any  control  over  the  funds  paid  into  the  pension  plan.  It 
must  be  impossible  for  it  to  get  any  of  the  funds  back,  otherwise  it 
would  have  to  pay  income  tax  on  the  money  used  for  this  purpose.   At  the 
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same  time  the  employees  cannot  have  control  of  the  funds,  otherwise  they 
would  have  to  pay  income  tax  on  the  fund  each  year  exactly  the  same  as 
though  it  were  salary.  So  we  have  this  s i tuat ion-- the  company  rids 
itself  of  all  control  while  at  the  same  time  the  employees  cannot  accept 
control  of  the  funds.  Thus  the  plan  becomes  a  trust,  and  a  third  party 
called  a  trustee  takes  over  all  control  of  the  funds. 

In  writing  the  trust  fund  agreement  the  pension  committee  may  specify  in 
considerable  detail  just  how  the  funds  are  to  be  handled  and  what  secu- 
rities may  be  purchased.  Or  it  may  leave  this  matter  to  the  discretion 
of  the  trustee.  If  any  of  the  trust  fund  is  used  to  purchase  stock  or 
securities  of  the  employer,  the  Bureau  of  Internal  Revenue  will  be  sure 
to  give  the  whole  plan  a  critical  examination  to  make  sure  that  it  is  a 
true  pension  plan  and  not  just  a  scheme  of  raising  capital  for  the  com- 
pany. 

Nonfinancial  Incentives 

A  statement  dealing  with  incentive  payment  plans  would  be  incomplete 
without  giving  some  consideration  to  nonfinancial  incentives.  An  effec- 
tive incentive  system  extends  beyond  the  financial  aspects  to  those 
benefits  which  add  to  the  well-being  of  employees, but  are  not  considered 
by  employees  as  being  part  of  their  pay.  Any  financial  incentive  works 
better  if  it  is  in  addition  to  a  good  human  relations  program  built 
around  stimulating  nonfinancial  incentives  and  good  rates  of  "regular" 
pay. 

Any  condition  or  convenience  provided  by  the  company  that  improves  em- 
ployee morale,  favorably  influences  his  attitude,  creates  a  stimulating 
work  environment,  or  in  any  way  causes  the  employee  to  be  happy  to  work 
for  his  particular  company,  is  a  definite  incentive. 

Perhaps  the  most  important  nonfinancial  incentive,  or  the  factor  which 
has  most  control  over  the  effectiveness  of  all  incentives,  is  a  good 
supervisor.  A  good  supervisor  is  of  prime  importance  in  creating  team 
spirit  and  efficiency  among  employees.  Good  supervisors  not  only  moti- 
vate workers  to  strive  for  particular  goals  but  they  create  favorable 
conditions  under  which  the  workers  can  reach  those  goals. 

Management  should  make  sure  that  each  employee  knows  what  is  expected  of 
him.  Company  experience  shows  that  formal  organization  charts  and  job 
descriptions  are  very  valuable  in  this  respect.  They  should  be  discussed 
with  employees,  both  Individually  and  in  groups.  Then  each  employee  not 
only  understeinds  his  job,  but  is  conscious  of  how  his  work  fits  into  the 
overall  work  pattern  of  the  company. 

Explaining  a  worker's  job  is  not  enough.  Supervisors  must  also  make  sure 
that  each  worker  always  has  work  to  do.  A  job  to  be  done  is  an  incentive 
in  itself.  Any  person  with  very  little  and  at  times  nothing  at  all  to 
do  will  of  necessity  become  slower  and  slower.  And,  as  the  time  goes  on, 
morale  dwindles  with  efficiency.  Employees  not  only  get  more  work  done 
if  there  is  a  reasonable  amount  of  work  pressure;  they  have  a  healthier 
attitude  toward  their  workandwlll  exert  more  effort  to  do  a  better  job. 
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But,  too  much  pressure  on  the  job  can  be  just  as  harmful  as  not  enough. 
Some  companies  believe  that  reasonable  production  standards  are  the  best 
answer,  but  these  are  not  always  easy  to  set  or  to  maintain.  A  study 
of  production  records  and  time  and  motion  studies  have  enabled  many  com- 
panies to  establish  work  standards  satisfactory  to  the  company  and  the 
employees . 

It  is  also  important  that  each  employee  be  suited  to  the  work  for  which 
he  is  responsible.  A  misplaced  employee  becomes  dissatisfied  quickly  in 
any  organization  and  it  is  not  surprising  that  he  has  little  incentive. 
Periodic  studies  of  employee  performance  have  proved  helpful  in  this 
respect.  Employees  doing  a  poor  job  are  often  misplaced.  Annual  per- 
formance ratings  discussed  individually  with  employees  are  now  being 
used  by  many  companies  with  great  success. 

Many  companies  report  that  periodic  staff  meetings  foster  employee  morale 
considerably.  At  these  meetings  plans  for  the  next  week  or  month  can  be 
discussed  and  employees  given  a  chance  to  present  and  discuss  work  prob- 
lems. Receiving  company  information  first  hand  does  much  to  make 
employees  feel  that  they  too  are  a  vital  part  of  the  organization,  and 
they  will  respond  with  greater  interest  and  effort.  Credit  and  recogni- 
tion for  a  job  well  done  is  highly  desirable.  One  of  the  best  places 
for  handing  out  a  compliment  is  at  the  weekly  staff  meeting. 

These  group  meetings  are  very  valuable,  but  most  companies  agree  that 
they  should  never  take  the  place  of  periodic  private  talks  between  em- 
ployees and  supervisors.  Such  talks  indicate  an  interest  in  the 
Individual  and  create  a  relationship  between  the  supervisor  and  employee 
that  can  do  a  great  deal  to  make  the  employee  want  to  be  more  efficient. 
Often  just  a  friendly  talk  can  do  much  to  correct  unfavorable  attitudes 
that  place  a  damper  on  incentive  and  significantly  decrease  efficiency. 

Employees  learn  from  experience  many  ways  to  save  time  and  curtail  waste, 
breakage,  and  spoilage.  As  a  result  of  first-hand  observation  and  ex- 
perience they  can  make  many  practical  suggestions  which,  if  accepted  by 
management  as  sound,  will  not  only  boost  morale,  but  will  save  the  com- 
pany money  in  many  ways.  Many  companies  have  adopted  suggestion  systems 
as  a  means  of  obtaining  practical  suggestions  from  employees  and  also  to 
encourage  employees  to  think  about  their  work.  Financial  rewards  are 
sometimes  made  for  usable  suggestions  but  many  suggestion  plans  are 
proving  very  effective  when  recognition  is  shown  in  other  ways.  The 
employee  may  be  honored  at  a  special  luncheon,  given  special  privileges, 
or  just  a  word  of  praise  from  the  company  president  will  assure  him  that 
his  ideas  are  considered  valuable  by  management  and  are  appreciated. 

Many  useful  and  practical  suggestions  also  result  from  employee  committee 
meetings.  Representation  by  committee  membership  is  even  more  valuable 
in  providing  employees  with  a  feeling  of  importance  and  can  do  a  great 
deal  to  increase  incentive.   One  or  several  of  the  following  committees. 
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either  alone  or  combined  with  other  financial  or  nonfinancial  incentives, 
are  working  successfully  in  many  companies: 

Employee  representation  on  board  of  directors 

Junior  board  of  directors 

Advisory  committees 

Management  committees 

Shop  committees 

Production  committees 

Along  with  management  and  production  committees,  social  and  recreational 
clubs  are  also  effective  in  promoting  group  spirit.  Athletic  clubs, 
bowling  leagues,  dances,  card  parties,  retirement  parties, picnics,  tours, 
and  almost  any  other  activity  organized  by  and  for  company  employees  as 
a  group,  can  do  a  great  deal  to  build  and  maintain  team  spirit.  Special 
banquets,  holiday  affairs,  open  house  for  the  family,  and  similar 
activities  encourage  a  friendly  relationship  between  employees  which 
carries  over  to  the  office  or  workshop  and  makes  for  a  better  human 
relations  program. 

Many  companies  report  that  well  informed  employees  are  interested  em- 
ployees. And  that  interested  employees  are  efficient  employees.  House 
organs,  employee  magazines,  special  booklets  explaining  company  plans 
and  developments,  bulletin  board  notices,  and  individual  letters  to  em- 
ployees are  all  useful  in  keeping  employees  interested  in  the  company  and 
its  success.  Monthly  financial  statements,  annual  reports  and  other 
business  reports  mailed  directly  to  employees  are  an  indication  that 
each  worker  is  accepted  as  a  vital  part  of  the  organization  and  is 
interested  in  its  well-being.  Passing  financial  information  on  to  em- 
ployees is  considered  even  more  important  in  companies  with  profit 
sharing  plans. 

The  company  must  also  show  an  interest  in  the  physical  well-being  of  its 
employees.  Studies  indicate  that  attention  to  safety,  lighting,  humidity, 
temperature,  and  other  physical  factors  increases  efficiency  of  employees 
without  increased  effort.  Comfortable  working  conditions  made  possible 
by  good  equipment  and  an  attractive  office  or  plant  often  mean  more  to 
employees  than  small  amounts  of  extra  pay. 

Individual  name  placques  for  desks  or  doors,  or  similar  ways  of  individual 
recognition  can  do  a  great  deal  to  boost  employee  morale.  The  universal 
urge  of  each  worker  for  status,  "a  place  in  the  sun,"  is  a  powerful 
incentive. 

Most  of  the  nonfinancial  incentives  outlined  here  take  into  consideration 
recognition  of  each  worker  as  an  individual.  Along  with  the  struggle  to 
earn  a  living,  each  worker  must  satisfy  his  sense  of  importance.  Any 
incentive  system  which  does  not  consider  this  human  factor  will  not  be 
accepted  wholeheartedly  by  most  employees. 

RESULTS  OF  PLANS 

In  order  to  produce  beneficial  results,  an  incentive  payment  plan  must 
not    only  be    "right"    for    the    individual    company,    but   must   be    adopted    with 
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the  right  attitude  arid  for  the  right  purpose,  and  then  must  be  installed 
and  administered  in  the  right  way.  If  the  plan  is  right  the  results  may 
be  very  rewarding,  both  for  the  employee  and  the  company.  Favorable 
results  reported  by  companies  with  effective  incentive  plans  are  very 
encouraging.  Some  of  the  most  common  results  which  have  been  reported 
are : 

1.  Increased  employee  efficiency  resulting  in  increased  output  at 
lower  cost.  Production  per  employee  is  up  and  production  costs 
down.  The  anticipation  of  participation  in  the  benefits  of 
increased  output  or  profits  creates  an  atmosphere  for  employee 
efficiency.  Employees  can,  without  any  physical  speed-up  system, 
increase  output  and  lower  costs  by  simply  applying  the  practical 
and  useful  information  they  have  gained  from  experience  and 
observation,  both  as  Individuals  and  as  a  team.  Production  is 
also  increased  as  a  result  of  less  loafing,  not  quitting  before 
closing  time,  and  a  more  cooperative  attitude.  A  personal 
interest  in  output  or  profits  creates  a  personal  interest  in 
efficiency  of  operation.  The  result — increased  teamwork  fol- 
lowed by  increased  output  at  lower  cost. 

2.  Increased  income  for  employees.  Income  per  employee  Is  sub- 
stantially up.  Also,  higher  profits  allow  for  increased  earn- 
ings for  stockholders. 

3.  Better  workmanship.  Pride  of  workmanship  and  better  workman- 
ship are  evident.  Employees  take  pride  in  the  company,  have  a 
feeling  of  loyalty  and  good  will  toward  the  company,  and  show 
an  added  Interest  in  their  work  and  the  business  as  a  whole. 
This  esprit  de  corps  is  usually  accompanied  by  a  marked  inter- 
est in  quality  of  production. 

4.  Improvement  in  labor  relations.  The  efforts  of  management  and 
workers  are  unified  to  attain  maximum  production  and  efficiency. 
There  is  a  corresponding  reduction  in  personnel  problems,  In- 
cluding : 

a.  A  sharp  reduction  or  complete  elimination  of  strikes. 

b.  A  sharp  reduction  in  labor  turnover. 

c.  Much  better  morale  and  fewer  employees  grievances. 

d.  More  evidence  of  a  cooperative  spirit. 

e.  Less  "policing"  employees,  leaving  supervisors  with  time  for 
more  important  work. 

f.  Spotting  and  eliminating  loafers  euid  perpetual  trouble- 
causers  easily.  Such  persons  are  Just  as  unpopular  with 
co-workers  as  with  management. 

5.  Higher-caliber  employees.  High-grade  employees  are  attracted 
to  the  company  and  usually  remain  with  it.  The  problem  and 
expense  of  recruiting  new  personnel  is  practically  nil;  Instead, 
there  is  apt  to  be  a  waiting  list  of  desirable  applicants  for 
employment. 
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6.  Reduced  manpower.  As  a  result  of  increased  efficiency,  many 
companies  are  able  to  operate  with  fewer  employees  at  a  reduced 
cost.      Supervisory   expenses    are  greatly  reduced. 


Reduction  in  overhead  and  materials  expense.  Employees  take 
better  care  of  tools  and  equipment;  there  is  an  obvious  elimina- 
tion  of   waste. 


8.      Reduced    taxes.       "Approved"   profit-sharing,    bonus    and   pension 
plans    are   tax    deductible. 


9.      Lower   prices    to    consumers.      Many   companies    are    able    to    reduce 
prices   of  goods    at    consumer   level. 

10.  Better  suggestions  from  employees.  Employees  willingly  offer 
more  thoughtful  and  valuable  suggestions  for  increasing  output, 
reducing  costs,  or  otherwise  increasing  plant  efficiency.  Edu- 
cational features  of  many  plans,  along  with  increased  interest, 
encourage  more    and  better    suggestions. 

11.  Retiring  older  employees  gracefully.  With  effective  plans,  par- 
ticularly those  with  pension  or  similar  features,  management  is 
justified  in  asking  employees  whose  efficiency  has  been  redu.ced 
by  age  to  retire  and  make  way  for  younger  employees.  With  the 
assurance  of  retirement  pay  or  trust  fund  benefits  the  embarrass- 
ing problem   of  discussing   retirement   no    longer    exists. 

12.  More  employees  prepared  and  available  for  promotion  to  higher 
jobs  when  vacancies  occur.  Many  of  the  plans  provide  for  em- 
ployee participation  in  company  committees.  Committee  members 
learn  a  great  deal  about  management  and  business  problems.  With 
rotating  membership  many  of  the  employees  acquire  a  knowledge 
of  administrative  and  industry  problems  and  procedures,  as  well 
as  the  problems  of  costing,  pricing,  accounting,  purchasing, 
taxes,  and  the  like.  This  information  also  helps  provide  a 
better  understanding  among  employees  as  to  the  need  for  changes 
affecting    them   which   are   necessary   from   time   to    time. 

13.  Greater  economic  security  for  employees.  Many  of  the  plans, 
particularly  those  including  pension  funds,  have  materially  in- 
creased the  economic  security  of  many  families.  This  feeling 
of  security  has  in  turn  led  to  an  expansion  of  consumer  credit 
and  homeowning  and  the  growth  of  institutional  savings,  all  of 
which  helps  to  stabilize  the  economy  of  the  country.  Profit- 
sharing  plans  convey  a  feeling  of  part  ownership  which  con- 
tributes greatly  to  a  feeling  of  security.  Many  companies 
report  that  the  high  percentage  of  employees  able  to  own  their 
own  homes   have  become   more    progressive  members  of  the   community. 
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A  recent  "Distribution  Age"  Survey  on  Wage  Incentives  included  a  ques- 
tion on  actual  company  benefits  accrued  from  wage  incentives.  Here  is 
the  frequency  of  major  results  reported: ''■^ 

First  place: 

Higher  production 
Lower  cost 

Second  place: 

Better  labor  relations 
Reduced  manpower 

Third  place : 

Better    workmanship 

REQUIREMENTS  FOR   A   SUCCESSFUL    INCENTIVE  PAYMENT  PLAN 

Much  has  been  published  on  recommendations  or  requirements  for  success- 
ful incentive  payment  systems,  including  pension,  bonus,  and  profit- 
sharing  plans.  In  summarizing  some  of  the  more  essential  requirements 
for  careful  consideration  of  newcomers,  we  list  separately  prerequisites, 
characteristics    of   the  plan,    and   favorable   company   characteristics. 

I .      Prerequisites 

1.  Those  considering  the  adoption  of  an  incentive  plan  should  keep 
in  mind  that  it  takes  several  years  to  work  out  a  successful 
plan.  This  is  due  largely  to  the  fact  that  it  takes  some  time 
to  develop  the  right  frame  of  mind,  one  of  the  first  and  most 
important   ingredients   of  a    successful  plan. 

2.  Management  must  sincerely  believe  in  the  value  of  incentive  com- 
pensation  and  must  be   willing   to    work   at  making   it  productive. 

3.  The  company  environment  must  be  favorable.  Present  labor  rela- 
tions should  be  excellent.  It  is  essential  that  the  employees 
have  a  genuine  confidence  in  management,  since  no  incentive  plan 
should  be  expected  to  replace  a  good  human  relations  program. 
This  confidence  can  be  built  and  maintained  by  sincere,  honest 
and   considerate    treatment    in  all    labor   relations. 

4.  Unless  the  plan  is  acceptable  to  all  three  groups--management, 
union,  and  individual  workers,  it  will  be  Ineffective  and  griev- 
ances might   even  be   increased. 


^Wage  Incentives  Cut  Costs,   Boost  Production.     Distribution  Age.     September   1953.     p.    17. 
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5.  Employees  should  be  fully  Informed  about  the  incentive  plan 
before  it  goes  into  effect,  and  given  a  chance  to  make  sugges- 
tions. Every  effort  should  be  made  to  give  them  a  clear  under- 
standing of  the  policies  involved,  especially  any  that  would 
necessitate  changes  in  the  incentive  rates  due  to  economic  or 
business    changes. 

6.  A  sound  and  adequate  base  wage  rate  structure  should  already  be 
in  effect.  The  wage  rate  should  be  as  high  or  higher  than  that 
prevailing  in  the  community.  Hourly  base  rates  of  incentive 
workers  should  already  equal  the  hourly  base  rates  of  day  workers 
for  similar  jobs.  An  incentive  payment  plan  should  never  be 
used  as  a  means  of  supporting  an  inadequate  level  of  basic  pay, 
or  as  a  substitute  for  fair  regional  wages  for  the  industry, 
paid  vacations  and  holidays ,  group  insurance  programs,  and  other 
welfare  benefits.  The  incentive  system,  whether  it  be  profit 
sharing,  incentive  bonus,  or  a  retirement  plan,  should  be  in 
addition  to   these  benefits. 

7.  There  must  be  thorough  agreement  on  the  basic  principles  of  the 
wage  policy,  with  a  spirit  of  confidence,  fairness  and  under- 
standing between  the  employees,  the  foremen,  all  levels  of  man- 
agement,   and   the   standards   department. 

8.  It  is  important  to  decide  whether  the  entire  amount  of  the  extra 
compensation  is  to  be  paid  individually  or  to  groups.  Group 
compensation  is  generally  easier  to  install,  but  plans  oper- 
ating on  an  individual  basis  provide  more  incentive.  Combina- 
tion plans    are   usually  very   effective. 

9.  The  basic  wage  or  regular  pay  that  each  employee  receives  for 
his  time  and  effort,  regardless  of  whether  he  participates  in 
an  incentive  plan,  should  be  guaranteed.  Without  a  guaranteed 
basic  wage  workers  are  naturally  reluctant  to  accept  an  incen- 
tive system  which  might  result  in  less  pay  or  a  feeling  of 
insecurity, 

10.  A  competent  and  well-trained  standards  department:,  solidly 
backed  by  management,  is  a  sound  prerequisite  to  an  Incentive 
system.  Fair  work  standards  or  requirements  must  be  set  up  for 
each  job.  The  problem  of  determining  a  "fair  day's  work"  is  a 
tough  job  but  an  important  one  if  any  incentive  plan  Is  to  be 
successful. 

11.  There  must  be  a  rigidly  enforced  policy  that  guarantees  the 
worker  that  production  standards  will  not  be  changed  unless 
methods   are   changed. 

12.  A  sound  job  evaluation  and  merit  rating  system  should  be  put 
into  operation  before  adopting  any  incentive  payment  plan. 
Organization  charts  and  individual  job  descriptions  should  be 
prepared   and  kept   current.      These   should  be   well    organized   and 
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skillfully  handled  so  that  management  and  employees  are  fully 
aware  of  the  duties  and  responsibilities  of  their  jobs.  This 
is  essential  in  accurately  evaluating  individual  contribution 
to  the  success  of  the  company  and  will  permit  a  fair  distribu- 
tion of   incentive  payments. 

13.  A  working  methods  improvement  program  should  be  established 
before   adopting   any   incentive  payment  plan. 

14.  The  flow  of  work  must  be  adequate  as  an  Incentive  system  cannot 
operate  unless  all  employees  are  provided  with  enough  work  to 
keep    them   fully   occupied. 

15.  A  suggestion  system  along  with  most  incentive  systems  is  advis- 
able since  workers  would  be  tempted  to  keep  any  ideas  which 
would  increase  output  or  efficiency  to  themselves  in  order  to 
keep  their  individual  incentive  payments  high.  According  to 
Mr.  W.  von  Pechmann  suggestion  systems  can  be  expected  to  operate 
smoothly   if   they   are  based  on:  ■'■'* 

"a.  Proper   executive  support 

—    .    b.  Adequate   organization 

c.  Proper    incentives 

d.  Continued  and  dramatic  publicity  and  promotion 
,,,;;..  e.  Promptness  and  thoroughness  of  investigation 

f.   Tactful  and  complete  presentation  of  reasons  for  the  actions 
.      taken  by  management." 

16.  If  a  profit  sharing  or  incentive  bonus  plan  is  being  written, 
the  company  should  first  have  an  adequate  pension  program,  or 
plan  to  tie  profit  sharing  with  retirement  benefits. 

II.   Requirements  or  suggestions  regarding  the  plan  itself: 

1.  The  plan  must  be  tailor  made  to  fit  the  particular  company, 
industry,  and  community. 

2.  The  plan  must  be  economically  sound. 

3.  In  order  to  actually  produce  Incentive,  the  plan  should  provide 
that  the  payment  be  based  on  individual  contribution  where 
possible,  and  not  merely  on  base  salary  or  group  accomplishment. 
Group  incentives  are  effective  as  a  means  of  increasing  team 
spirit  and  compeuiy  loyalty,  but  Individual  incentives  are  more 
successful  at  increasing  individual  worker  efficiency. 

4.  There  should  be  some  accurate  method  of  measuring  the  performance 
of  incentive  workers  and  each  worker  should  be  able  to  exercise 


\on  Pechmann,   W.      "Pros  and  Cons  of  Both  Financial  and  Nonflnanclal  Incentives."      Indus,  and 
Eng.   Chera.,  V.  44,    10  and   11,    1952. 
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some  degree  of  control  over  his  production,  or  the  principal  of 
incentive   cannot    fully  apply. 

Nevertheless,  when  possible,  incentive  plans  should  also  include 
indirect  work:ers--those  individuals  whose  performance  cannot  be 
measured  directly.  Suitable  standards  must  be  established  for 
each  indirect  worker  so  that  he  also  receives  extra  pay  for 
better- than-standard  performance.  The  computation  of  incentive 
pay  for  indirect  workers  must  be  relatively  simple  so  that  each 
employee  understands   how  his  bonus    is    computed. 

If  departmental  or  group  incentive  is  applied  it  is  even  more 
important    that    indirect    labor   be    carefully   controlled. 

When  indirect  workers  receive  a  bonus  equivalent  to  that  earned 
by  the  direct  workers  without  any  measurement  of  performance, 
the  "incentive"  pay  merely  amounts  to  an  uncontrolled  increase 
in  pay  for  indirect  workers  and  tends  to  destroy  the  value  of 
the   incentive   for   direct   workers. 

5.  When  possible,  bonuses  should  be  allocated  by  departments  or 
divisions  according  to  the  accomplishments  or  profit  records  of 
the  divisions. 

6.  The  incentive  or  bonus  "kitty"  should  be  determined  in  advance 
and  set  at  a  specified  percentage  of  profits.  An  allowance 
must  be  made  for  dividends  to  stockholders,  but  the  percentage 
of  earnings  to  be  distributed  to  employees  should  be  known  and 
guaranteed   at    the    start    of   the   year. 

7.  The  plan  must  be  based  on  the  teamwork  theory  rather  than 
paternalism. 

8.  The  incentive  payment  must  be  substantial  or  the  bonus  payment 
loses  its  effect  as  an  incentive.  The  reward  must  be  large 
enough  to  encourage  each  worker  to  perform  at  his  full  capacity. 
By  restricting  eligibility  requirements  the  amount  left  for 
each  participant    can   sometimes  be   increased   adequately. 

9.  An  incentive  payment  plan  should  be  a  continuing  plan,  approved 
by  the  board,  stockholders,  and  participating  employees,  and 
not    subject    to    consteint    change   by   an  individual   or   group. 

10.  Incentive  earnings  should  be  calculated  and  paid  to  workers 
with   as   little   lag    eind   holdover    as  possible. 

11.  It  is  a  good  idea  to  pay  the  Incentive  along  with  the  regular 
pay  each  pay  period  so  that  reward  and  effort  are  always  closely 
associated  in  the  worker's  minds.  But  incentive  payments  shoul'd 
never  become   a  part   of  regular  pay    in   the   minds   of   employees. 
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12.  A  grievance  procedure  should  be  established  so  that  all  em- 
ployees will  have  sufficient  opportunity  to  report  any  phase  of 
the  incentive  plan  they  feel  is  unfair  so  that  it  may  be  given 
proper  consideration.  Although  a  well  trained  supervisor  is 
most  important  in  settling  petty  grievances  which  may  arise  in 
connection  with  an  incentive  payment  plan,  additional  machinery 
should  be  provided  to  insure  a  smooth  operation  of  the  incen- 
tive system.  Many  such  grievances  may  be  plant-wide  and  beyond 
the   scope   of   supervisory  personnel. 

13.  Adequate  productivity  standards  must  be  maintained.  Unless 
management  is  constantly  on  the  alert,  wage  incentives  might 
cause  standards  deterioration.  Low  worker  productivity  is 
often  the  result  of  "loose"  standards.  Therefore  management 
needs  a  competent  standards  team  to  help  administer  the  incen- 
tive plan  so  that  at  the  constant  demand  of  employees  and  labor, 
standards  will  not  become  too  loose.  Problem  areas  requiring 
management's  attention  if  adequate  productivity  standards  are 
to  be  maintained,  as  outlined  by  H.  E.  Wrapp,  of  the  University 
of  Chicago,    are:''"^ 

a.  Methods   changes 

b.  Productivity   standards 

c.  Lack  of  management   support 

d.  Liberal   standards   in  lieu  of  wage   increase 

e.  Inadequate   supervisory   training 

f.  Original   standards   not  properly  set. 

14.  The  plan  should  not  be  too  complicated.  If  it  is  simple  enough 
that  the  workers  can  understand  it  and  calculate  their  own 
extra  earnings,  it  will  be  most  effective.  Every  effort  should 
be  made  to  explain  the  purpose,  theory,  and  record  keeping 
procedure  of  the  plan  to  the  employees  since  the  effectiveness 
of  the  incentive  depends  upon  the  interest  of  the  workers. 
Several  ways  to  inform  employees,  and  maintain  their  interest 
and   confidence   in  the  plan  are: 

a.  An  employee  manual    with   a  simple   and   clear  description  of 
the  plan   and   how   it   operates. 

b.  Training  programs  for  supervisors  and,  in  some  cases,  indi- 
vidual  workers. 

c.  An  earnings  record  book  for  each  employee  which  he  can  use 
to   compute   his   own   earnings. 

d.  Dally  individual  performance  reports  posted  on  a  bulletin 
board  especially  provided  for  the  purpose  to  encourage 
Improvement   froip  day  to  day. 

^^Wrapp,  H.  E.      "Standards  Deterioration  under  Wage  Incentives."    Jour,  of  Bus.  28;  9-14,    1953. 
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Go  Reports  in  bulletins  and  house  organs  distributed  to  em- 
ployees. 

f.  Special  and  regular  employee  meetings  provide  an  excellent 
opportunity  for  discussing  the  plan. 

g.  Committees,  such  as  advisory  committees,  shop  committees, 
production  committees,  and  the  like,  particularly  those  with 
rotating  membership,  can  do  a  great  deal  to  help  employees 
thoroughly  understand  the  plan  and  how  it  operates. 

15.  The  plan  must  be  flexible  enough  to  meet  changing  business  and 
economic  conditions. 

16.  An  incentive  plan  or  plans  should  be  broad  enough  to  cover  all 
or  practically  all  employees.  Some  employees  may  not  wish  to 
participate  in  the  plan  but  every  effort  should  be  made  to  give 
all  employees  who  wish  to  do  so  an  opportunity  to  participate 
to  the  extent  desired, 

17.  Consideration  should  be  given  to  separate  plans  for  management 
and  workers.  Often  workers  object  to  sharing  directly  with 
management  the  results  of  their  greater  output. 

[II.   Favorable  company  characteristics : 

1.  Companies  with  a  favorable  record  of  profits  are  best  for 
profit  sharing  plans,  since  only  in  such  companies  is  the 
distribution  per  employee  significant  enough  to  be  effective. 

2.  The  company  which  is  growing  and  expanding  from  year  to  year 
is  most  likely  to  have  a  successful  profit  sharing  plan. 

3.  Profit  sharing  plans  usually  work  best  in  industries  in  which 
the  productivity  of  labor  is  a  major  item  of  cost. 

4.  While  many  of  the  largest  and  most  successful  companies  in  the 
United  States  are  enjoying  the  results  of  effective  incentive 
payment  plans  of  all  types,  the  workers  are  in  a  better  position 
to  observe  the  relation  between  their  actions,  their  compensa- 
tion, and  the  profitableness  of  the  company  in  rather  small  or 
medium-sized  companies.  This  is  particularly  true  with  profit- 
sharing  plans. 

PITFALLS  OF  PLANS 

In  spite  of  the  remarkable  results  reported  by  companies  with  success- 
ful plans,  many  objections  have  been  offered  to  the  idea  of  profit  sharing 
or  incentive  payments  of  any  kind.  Often  such  arguments  are  based  on  the 
old  economic  theory  that  each  employee's  contribution  to  the  business 
should  be  evaluated  and  paid  only  in  his  regular  pay  envelope.   Such 
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persons  argue  that  any  profits  should  go  solely  to  the  person  or  persons 
who  risked  their  money  in  the  enterprise — that  profits  are  strictly  the 
investor's  reward. 

Aside  from  the  objection  to  the  basic  theory  of  profit  sharing  or  other 
incentive  payments,  company  experience  in  the  past  indicates  that  there 
are  dangerous  pitfalls  that  should  be  taken  into  consideration  by  any- 
one planning  an  "incentive"  voyage. 

The  waters  have  not  always  been  calm,  and  since  many  abandoned  the  ship, 
perhaps  it  would  be  wise  to  examine  the  wreckage  for  any  real  clues  as 
to  why.  Proponents  claim  that  ships  frequently  sank  because  they  were 
mishandled  by  the  captain  or  crew  and  not  because  the  water  was  too  rough. 
Too,  many  that  turned  back  were  not  properly  conditioned  before  they 
left  dock.  No  incentive  plan  can  make  up  for  poor  management,  inadequate 
basic  wages,  limping  labor  relations,  or  unhealthy  business  or  economic 
conditions. 

Nevertheless,  all  is  not  smooth  sailing  when  it  comes  to  choosing,  instal- 
ling, and  administering  an  effective  plan.  Some  experienced  economists 
and  businessmen  argue  that  the  stakes  are  too  high.  Here  are  some  of 
the  objections  they  offer: 

1.  It  is  difficult  to  get  employees  to  understand  profit  sharing 
or  other  incentive  payment  plans.  Some  employees  argue  that 
the  plans  are  too  complicated  and  hold  out  for  an  increase  in 
regular  wages. 

2.  Plans  which  provide  for  trust  funds  or  other  methods  of  deferred 
payment  often  aggravate  employees  who  would  prefer  to  receive 
the  bonus  or  profit  share  in  cash. 

3.  In  some  companies  individual  payments  are  too  negligible  to 
produce  any  real  incentive. 

4.  The  plans  of  some  companies  place  a  celling  on  extra  earnings 
which  is  unfair  to  superior  employees,  who  generally  feel  that 
individual  capabilities  should  be  the  only  limiting  factor. 

5.  Every  employee  is  normally  expected  to  do  a  "fair"  day's  work. 
With  wage  incentives  dangling  before  them  over  ambitious  workers 
tend  to  drive  themselves  above  normal  and  healthy  conditions  to 
earn  more  bonus.  The  extra  strain  and  speed-up  caused  by  the 
struggle  for  extra  pay  is  not  good  for  the  workers. 

6.  The  hurry-up  effort  on  the  part  of  employees  to  increase  pro- 
duction causes  a  corresponding  deterioration  in  quality. 

7.  The  basis  used  for  dividing  bonus  or  profit  shares  may  produce 
complaints.  Dissatisfaction  regarding  executive  bonuses  is 
particularly  annoying  to  some  who  believe  that  all  profits  to 
be  shared  should  go  in  a  single  pot  and  be  distributed  pro  rata 
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to  all  employees.  Executives  who  are  compensated  in  part  by  a 
bonus  or  profit  sharing  system  are  generally  on  a  different  base 
salary  from  those  who  do  not  participate  in  such  an  arrangement. 
When  this  is  not  fully  understood  by  non-participating  execu- 
tives and  all  the  other  employees  who  feel  that  they  too  should 
receive    a  bonus,    complaints    ajid   low  morale  may   result. 

8.  The  relationship  between  incentive  payments  and  individual  effort 
on  the  part  of  each  employee  is  too  remote  in  some  companies. 
The  time  of  payment  is  usually  too  far  removed  to  provide  in- 
centive throughout  the  year,  as  employees  fail  to  recognize  the 
additional  pajinents  as  a  direct  reward  for  greater  effort  or 
efficiency   over    an   extended  period   of    time. 

9.  Profit  sharing  plans  are  sometimes  adopted  for  questionable 
reasons.  Management  is  accused  in  some  companies  of  adopting 
the  plan  not  because  of  a  sincere  belief  that  the  workers  deserve 
a  share  of  profits  they  help  to  earn,  but  for  more  tangible 
reasons.  Unions  and  employees  argue  at  times  that  managements 
use  profit  sharing  plans  as  a  tool  to  depress  wage  rates  and 
avoid  increases  in  regular  wages.  They  also  attack  plans  as  a 
means  of  speeding  up  employees,  reducing  employee  turnover  by 
tying  workers  to  their  Jobs,  and  even  as  an  underhand  method  of 
shifting    to   employees   losses    actually   caused  by  management. 

Management  is  accused  of  evading  responsibility  in  other  cases 
by  tying  pensions  to  profits.  This  necessitates  a  cut  in  the 
employee's  pension  fund  if  the  profit  and  loss  statement  shows 
slim  profits   or    a  loss. 

Another  equally  tangible  motive  for  adopting  profit  sharing, 
bonus,  or  pension  plans  is  to  take  advantage  of  the  sizeable 
tax   deductions    allowed  by   the   Bureau    of   Internal    Revenue. 

10.  If  a  wage  incentive  is  paid  to  direct  workers,  indirect  workers 
will  demand  a  share.  It  is  difficult  to  measure  the  production 
of  indirect  workers,  and  equally  as  difficult  to  frame  a  wage 
incentive   plan   to   cover    them. 

11.  Some  companies  complain  that  as  a  result  of  incentive  plans 
supervisors  do  not  accept  responsibility  and  become  much  less 
effective,  depending  on  incentives  to  do  their  Jobs  for  them. 
Incentives  make  individual  employees  responsible  for  their 
production  rate,  but  when  supervisors  depend  on  incentives  to 
do  the  whole  Job  production  generally  drops  off.  Other  com- 
panies find  it  difficult  to  impress  on  supervisors  the  importance 
of  incentive  standards,  or  to  get  them  to  enforce  proper  pro- 
duction   reports. 

12.  Some  companies  find  it  difficult  to  design  an  incentive  plan 
which   will    provide    workers    with    an   opportunity   to   earn    extra 


32 


money  eonsistently .  The  plan  must  be  based  upon  output  above  a 
certain  norm.  If  this  norm  is  set  too  low  production  costs  will 
go  up  instead  of  down  and  the  company  will  have  given  its 
approval  to  below  normal  work.  If  any  of  the  employees  decide 
to  sacrifice  the  incentive  pay  for  the  extra  effort  involved, 
the  company  will  find  itself  in  the  position  of  having  approved 
below   average   work. 

13.  Intramural  competition  among  company  employees,  departments,  or 
divisions,  may  work  for  the  advantage  of  the  individual  or 
group,  but  can  be  responsible  for  substantial  losses  to  the 
company   as    a  whole. 

14.  Some  companies  claim  that  a  high  proportion  of  worker  complaints 
are  connected  in  one  way  or  another  with  their  incentive  plans. 
Employees  or  the  union  may  disagree  when  time  or  motion  studies 
are  made  on  the  job;  complain  about  incentive  rates  and  any  work 
changes  that  effect  rates;  or  constantly  demand  that  the  plan 
be  changed  in  one  way  or  another.  Workers  are  sometimes  op- 
posed to  a  change  in  machinery  which  they  fear  will  cause  a 
change  in  work  methods  or  standards  and  possibly  reduce  extra 
earnings. 

15.  Incentive  plans  are  costly  to  set  up  and  maintain  and  in  some 
cases  are  a  financial  burden  to  the  company.  An  effective  wage 
incentive  system  requires  the  constant  attention  of  management 
and  a  highly- tr aine d  crew  of  technicians  and  supervisors. 
Detailed  studies  must  be  made  to  improve  methods  and  organiza- 
tion, standardize  designs  and  equippient,  train  employees,  develop 
supervision,  and  perfect  shop  scheduling  and  control.  Further 
technical  problems,  such  as  defining  "a  fair  day's  work"  and 
"an   average   level    of   output"    still   must   be   worked   out. 

16.  The  nersonal  relationship  between  workers  and  supervisors  may 
be  adversely  affected  by  an  incentive  payment  suggestion  system. 
Other  problems  resulting  from  a  suggestion  system  as  outlined 
by  W.    von  Pechmann   are    as   follows:''" 

"a.       Supervisory  personnel    can    seldom   be    sold    on   cooperating 
fully   with    a    suggestion    system. 

b.  Employees  tend  to  withhold  information  concerning  their 
daily  work  believing  they  may  have  an  idea  that  will  yield 
an   award. 

c.  Casual  remarks  made  to  employees  concerning  future  improve- 
ments are  often  picked  up  by  workers  and  presented  by  them 
as  original   suggestions. 


von  Pechmann,   W.I     "Pros  and  Cons  of  Both  Financial  and  Nonflnanclal   Incentives."       Indus,   and 
Eng.   Qiem.,   44,    10  and   11,    1952. 
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d.  Supervisors  are  placed  in  the  position  of  having  to  explain 
to  management  why  certain  steps  were  not  taken  before. 

e.  Should  a  company  pay  for  a  suggestion  which  calls  attention 
to  an  existing  waste? 

f.  Just  what  will  be  the  consequences  if  the  company  compen- 
sates employees  for  spying  on  each  other? 

go  If  an  employee  has  a  good  suggestion  but  is  unable  to  prove 
future  savings  unless  he  receives  technical  assistance, 
should  the  company  supply  it?  If  not,  should  the  company 
allow  employees  to  work  on  inventions  on  their  own  time 
with  company  tools  and  materials?  What  will  be  the  result 
of  such  actions? 

ho  What  guarantee  will  the  company  furnish  that  the  acceptance 
of  a  suggestion  will  not  result  in  the  layoff  of  employees? 

i.   Can  an  employee  be  forced  to  submit  a  suggestion? 

j.  Has  an  employee  the  right  to  choose  between  submitting  a 
suggestion  and  working  less  hard  on  account  of  his  idea? 

k.  The  question  of  what  constitutes  an  adequate  reward  for  an 
adopted  suggestion  is  often  a  point  of  argument  between 
labor  and  management.  Two  factors  are  usually  Involved-- 
originality  and  percentage  of  split. 

1,  Management  often  feels  that  employees  jump  the  gun  and 
suggest  ideas  which  would  have  materialized  In  a  [routine 
manner. 

m.  Top  management  often  has  the  uneasy  feeling  of  being  forced 
to  accept  ideas  that  do  not  quite  comply  with  its  policy 
but  cannot  refuse  because  the  real  reason  for  not  accepting 
the  suggestion  cannot  be  explained  to  employees." 

REASONS  FOR  DISCONTINUED  PLANS 

A  careful  study  of  major  objections  to  employee  incentive  payment  plans 
indicates  that  the  accusing  finger  pointing  to  profit  sharing  and  other 
plans  often  should  be  directed  toward  management  or  uncontrollable  out- 
side influences  and  not  the  plans.  In  most  cases,  the  objections  to  the 
plans  are  not  unavoidable  pitfalls  but  ;traits  of  plans  mishandled  in  one 
way  or  another  by  management. 

The  results  of  the  survey  published  by  the  National  Industrial  Conference 
Board  In  1948 "'■''  indicate  that  approximately  one-half  of  the  ;profit  sharing 

National  Industrial  Conference  Board,   Inc.    "Profit  Sharing  for  Vforkers, "  Studies  In  Personnel 
Policy  No.   97.     N.   Y,,   N.  Y.    1948. 
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plans  discontinued  between  1937  and  1947  "were  the  result  of  influences 
outside  the  organization  and  which  the  company  could  not  control.  These 
factors  were  lack  of  profits,  government  restrictions  and  wartime  con- 
ditions." The  other  50  percent  of  the  discontinued  plans  were  abandoned 
because  of  dissatisfaction  on  the  part  of  employers  or  employees.  Em- 
ployee dissatisfaction  was  in  part  influenced  by  factors  "not  a  part  of 
the  plan  itself,  such  as  the  degree  of  cordiality  between  the  employer 
and  employees,  the  adequacy  of  the  basic  pay  structure,  and  the  other 
benefits  provided." 

The  Conference  Board's  1947  survey  was  based  on  202  profit  sharing  plans. 
Thirty-five,  or  17  percent,  were  discontinued  since  the  Board's  last 
study  in  1937.  Previous  surveys  made  by  the  Conference  Board  showed  dis- 
continuances of  over  50  percent  in  1920  and  1934,  and  as  high  as  60 
percent  in  1937. 

Favorable  economic  conditions  are  considered  partly  responsible  for  the 
lower  mortality  rate  during  the  latest  10-year  period  covered  by  the 
Conference  Board's  surveys.  Many  of  the  plans  were  adopted  during  the 
war  and  have  not  faced  economic  crisis.  In  addition,  a  large  percentage 
of  the  more  recent  plans  are  the  def err ed-idistribution  type  and  were 
adopted  onapermanent  basis  in  order  to  qualify  for  tax  deductions  under 
the  Internal  Revenue  Code. 

Other  Important  factorsl  concerning  the  35  companies  reporting  abandoned 
plans  to  the  Conference  Board  should  be  mentioned.  ■'■^ 

1.  Several  of  the  profit  sharing  plans  which  were  discontinued  were 
replaced  by  other  benefits,  such  as  benefits  not  being  tied  to 
profits. 

2.  The  ratio  of  discontinuance  is  ten  times  as  great  among  the 
current-distribution  plans  as  among  the  deferred  plans. 

3.  A.  third  of  the  abandoned  plans  operated  for  10  years  or  more; 
approximately  two-thirds  operated  for  5  years  or  more;  less  than 
a  third  lasted  less  than  5  years. 

4.  "Approximately  30  percent  of  the  discontinuances  were  found  in 
the  consumer  goods  industries,  contrasted  with  59.9  percent  in 
the  capital  goods  industries." 

The  Council  of  Profit  Sharing  Industries  reports  a  more  favorable  dis- 
continuance record  for  member  companies.  The  Council  was  founded  In 
1947  and  had  a  membership  of  over  625  companies  at  the  close  of  1962. 
During  this  5-year  period,  characterized  by  good  business  conditions 
generally,  only  two  of  the  member  companies  discontinued  their  plans. 
As  pointed  out  by  the  Council,  this  low  discontinuance  record  among 
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regular  members  "is  significant  and  points  to  the  high  probability  of 
success  of  profit    sharing   broadly   conceived  and  carefully   administered.""'"^ 

Currently,  of  all  the  new  pension,  profit  sharing,  and  stock  bonus  plans 
filed  with  the  Internal  Revenue  Service,  only  about  4  in  each  100  are 
terminated.  Nearly  94  percent  of  all  deferred  compensation  plans  ap- 
proved by   the    Internal   Revenue    Service   are    still    in   operation. 

Perhaps  a  careful  look  at  why  profit  sharing  and  other  incentive  payment 
plans  have  failed  in  other  companies  will  be  of  benefit  to  those  con- 
sidering the  adoption  of  similar  plans.  Reasons  for  abandonment  most 
frequently  reported   are: 

1.  The   plan   adopted   is    inappropriate   or    fundamentally   deficient. 

2.  The  plan  is  not  made  flexible  enough  to  meet  changing  business 
and   economic   conditions. 

3.  Management  is  not  up  to  par.  Even  the  best  of  plans  cannot 
make   up   for   poor   management. 

4.  Management  falls  to  create  the  right  kind  of  atmosphere  so  that 
all  work  together  as  a  team.  Management  must  sincerely  believe 
in  the  incentive  plan  and  understand  the  human  elements  Involved. 
Top  executives  as  well  as  supervisors  and  foremen  must  enthu- 
siastically support  the  plan  and  consclenciously  administer  it. 
Team   spirit   is    the  backbone   of  a  successful   profit    sharing   plan. 

5.  The  plan  Is  not  talked  up  and  the  employees  have  no  incentive 
to  perform  more  efficiently.  Many  profit  sharing  plans  fall 
because  management  fails  to  emphasize  the  Incentive  aspect,  not 
necessarily  the  direct  production  of  more  or  better  units,  but 
the  feeling  that  the  employee's  Interest  in  the  welfare  of  the 
business   will   pay  off  for    the  employee   as   well    as   the  employer. 

6.  Management  falls  to  recognize  the  importance  of  adequate  con- 
sultation and  explanation  In  advance  with  the  employees  involved. 
A  plan  that  Is  Initiated  and  developed  solely  by  management 
without  giving  employees  or  the  union  an  opportunity  to  voice 
their  opinions  and  attitudes  regarding  Its  adoption  and  how  it 
will  operate  will  probably  not  work.  If  employees  are  to  feel 
that  the  plan  Is  for  them  they  must  be  consulted  before  it  Is 
completely  formulated   and  adopted. 

7.  The  employees  do  not  understand  the  plan  or  plans--to  the  ma- 
jority of  them  payments  are  accepted  as  a  part  of  regular  pay. 
This  Is  a  serious  falling  on  the  part  of  management  because 
without  understanding  the  plan  the  employees  certainly  cannot 
be  very   cooperative. 

^^Councll  of  profit  Sharing  Industries.       "Revised  Profit  Siarlng  Manual."      Chicago,   Illinois. 
1953. 
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8.  Many  companies  that  do  recognize  the  importance  of  developing 
an  understajiding  of  the  plan  among  all  employees  still  fail  to 
make  use  of  the  best  techniques  available  for  explaining  the 
plan  to  employees  and  keeping  them  informed  and  enthusiastic. 
A  careful  explanation  should  be  made  atameeting  or  meetings  of 
employees,  and  each  employee  should  be  given  a  personal  printed 
copy  of  the  plan.  Management  should  make  sure  that  all  company 
literature  regarding  the  plan  is  presented  in  an  attractive, 
interesting,    and   easy   to   read    and  understandable  meinner. 

9.  Inadequate  communication  programs  provide  a  stumbling  block. 
Communication  techniques  should  be  developed  so  that  the  flow  of 
information  between  management    and   labor  is  smooth   and   adequate. 

10.  Management-union  relationships  are  unfriendly.  Some  plans  are 
a  complete  failure  from  the  start  because  of  friction  between 
management  and  the  union.  Management,  labor,  and  the  union 
must  work  together  as  a  team  not  only  while  formulating  the 
plan  but  they  must  continue  to  pull  together  in  the  administra- 
tion of  the  plan. 

11.  The  plan  is  too  complicated.  An  unduly  complicated  plan  is  a 
painful  ordeal  for  management  and  usually  is  never  fully  under- 
stood by  employees.  Plans  that  are  too  exacting  in  administrative 
procedure,  qualifications,  and  restrictions  impose  too  much  of 
a  bookkeeping  problem  on  small  companies  and  become  so  complex 
In  larger  companies  that  a  large  and  expensive  crew  of  additional 
personnel    is   needed   to    administer    them.      The   complex   plan   Is 

'  difficult  enough  for  management,  but  explaining  it  to  rank  and 
file  employees  so  that  they  fully  understand  the  purpose, 
procedure,  and  how  their  individual  shares  are  determined  and 
administered  is  even  more  difficult.  And,  if  employees  do  not 
understand  the  plan   it   is   likely  to  be   a  complete   failure. 

12.  The  plan  is  ineffective   due   to  poor   technical   administration. 

13.  The  flow  of  work  is  not  adequate  enough  to  keep  the  employees 
fully  occupied.  Lack  of  sufficient  work  is  a  serious  problem 
when  employees   are   striving   for  bigger   incentive  payments. 

14.  The  competition  between  individuals  or  groups  to  earn  extra 
bonuses  is  harmful  to  the  business  as  a  whole.  An  incentive 
plan  tied  in  with  profit  sharing  is  helpful  lo  correcting  this 
weakness. 

15.  The  plan  is  adopted  for  the  wrong  reason.  An  incentive  plan 
adopted  as  a  remedy  for  a  current  production  or  cost  problem  is 
only   an   added  problem. 

16.  The  plan  adopted  as  a  remedy  for  a  shaky  industrial  relations 
prograjD   succeeds    only   in   clogging   things   up   worse.      Unless   a 
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limping  industrial  relations  program  is  first  put  in  order  the 
employees  have  little  confidence  in  any  plan. 

17.  The  plan  is  expected  to  compensate  for  a  good  personnel  program. 
If  workers  are  not  suited  to  the  job  to  which  they  are  assigned 
and  are  not  given  adequate  job  training,  job  dissatisfaction  will 
ultimately  destroy  the  will  to  work.  An  incentive  payment  plan 
cannot  serve  as  a  substitute  for  an  adequate  personnel  program. 

18.  Profits  are  not  adequate.  If  the  amount  of  profit  left  to  be 
shared  is  so  small  that  each  individual  share  is  insignificant, 
the  entire  profit  sharing  plan  is  insignificant.  This  is  some- 
times the  case  even  when  an  adequate  portion  of  total  profits  is 
allocated  to  employees.  A  survey  made  by  a  Senate  sub-committee 
in  1939  reveals  that  as  high  as  40  percent  of  companies  come 
out  in  the  "red. "  This  means  that  employees  of  these  companies 
would  be  asked  to  share  losses.  An  annual  profit  and  loss 
statement  which  shows  a  thin  margin  of  profits  consistently  is 
a  real  pitfall  to  profit  sharing. 

19.  The  workers  do  not  get  the  connection  between  their  individual 
efforts  and  the  company's  profits.  The  bonus  payments  or 
profit  shares  are  distributed  to  each  employee  as  a  percentage 
of  regular  salary  or  some  other  arbitrary  basis  and  there  is  no 
relationship  between  each  employee's  share  and  his  effort.  To 
be  most  effective  the  payments  must  be  distributed  so  that  each 
individual's  share  is  in  proportion  to  his  individual  effort  or 
contribution  to  the  success  of  the  company. 

20.  The  time  element  involved  in  making  the  distribution  of  payments 
is  destructive  to  continuous  incentive.  Many  profit  sharing 
plans  which  call  for  current  distribution  of  funds  to  be  shared 
with  employees  provide  that  such  payments  be  made  in  a  lump  sum 
at  a  specified  time  each  year .  In  such  cases  employees  frequently 
fail  to  recognize  this  additional  pay  as  a  reward  for  greater 
effort  or  efficiency  during  the  year.  The  time  of  payment 
is  too  far  removed  to  provide  an  added  incentive  throughout 
the  year,  and  as  a  result  employees  generally  accept  such  rewards 
as  a  part  of  regular  pay. 

21.  Companies  with  seasonal  business  operations  find  it  very  diffi- 
cult to  establish  and  administer  a  profit  sharing  plan  that  is 
flexible  enough. 

22.  The  plan  provides  more  advantages  to  some  employees  than  others. 
Favoritism  results  in  employee  or  union  dissatisfaction.  Prafit 
sharing,  bonus,  or  pension  plans  limited  to  managerial  levels 
are  often  a  source  of  friction  among  other  employees.  Some 
companies  argue  that  management  is  responsible  for  producing 
extra  profits  and  should  justly  receive  the  reward,  but  others 
firmly  believe  that  such  a  profit  sharing  or  bonus  system  does 
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more  harm  than  good.  At  any  rate,  many  executive  incentive  pay- 
ment plans  have  failed  and  others  are  having  a  stormy  career 
because  of  the  adverse  effect  they  have  among  rank  and  file 
employees  who  send  out  a  loud  cry  of  "discrirainationo "  According 
to  the  Council  of  Profit  Sharing  Industries,  "to  have  no  plan  at 
all  is  better  than  to  have  a  plan  for  executives  alone." 

LEGAL  ASPECTS 

A  projected  profit  sharing,  stock  bonus  or  pension  plan  should  be 
thoroughly  checked  by  a  competent  lawyer  before  it  is  finally  adopted. 
There  are  numerous  Federal  and  State  laws  and  regulations  which  must  be 
met.      Consideration  must    also  be   given   to   local    laws,    where  pertinent. 

In  order  to  qualify  for  favorable  tax  treatment  the  plan  must  meet  the 
requirements  of  the  Internal  Revenue  Code.  The  tax  laws  of  the  United 
States  were  revised  in  1954  by  the  83rd  Congress.  Subchapter  D  of 
Subtitle  A  of  the  "Internal  Revenue  Code  of  1954"  governs  "Deferred 
Compensation,    etc."    as    follows: 

Part   I.  Pension,    profit-sharing,    stock  bonus   plans,    etc. 

Sec.  401.  Qualified  pension,  profit-sharing,  and  stock 
bonus   plans. 

Sec.    402.      Taxability  of  beneficiary   of  employees'    trust. 

Sec.    403.      Taxation   of  employee    annuities. 

Sec.  404.  Deduction  for  contributions  of  an  employer  to 
an  employee's  trust  or  annuity  plan  and  com- 
pensation under    a  deferred-payment   plan. 

Part    II.        Miscellaneous  provisions. 

Sec.    421.      Employee    stock  options. 

Aside  from  tax  consequences,  pension,  bonus,  profit  sharing,  and  wel- 
fare plans  must  meet  the  requirements  of  wage  and  hour  laws  of  the 
Department  of  Labor,  security  acts  of  the  Securities  and  Exchange  Com- 
mission, and  salary  stabilization  regulations.  The  Taft-Hartley  Act  and 
regulations  of  the  Federal  Communications  Commission,  Interstate  Commerce 
Commission   and    the    Federal   Power    Commission    also   must   be    considered. 
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